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PROTECTION AND PROTECTIONISTS. 


Wuat is protection? The word means preservation 
from death, loss, injury, annoyance; or, concretely, that 
which so preserves a thing or person or community. The 
word itself has always a favorable meaning. If used in 
any other sense, it is used illegitimately. 

But this word “protection” is applied to something 
regarding which there is fairly question whether it is good 
or bad, whether its action on its subject is favorable or 
unfavorable. It is clear, then, that those who advocate 
or defend this thing, protection, are entitled to no benefit 
whatever from the favorable significance of the term they 
use, to no presumption arising from the fact that protec- 
tion, in the proper sense of the word, is always to be de- 
sired and approved. Any advantage which the thing, 
protection, may have derived from the use of the word 
has been illegitimate, as distinctly so as the advantage 
which the Democratic party has unquestionably derived 
from the use of its very popular and taking name. The 
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protectionist is bound to prove his case as completely and 
as conclusively, from beginning to end, as if the word 
applied to his doctrine had habitually a bad significance. 
It was the proper self-assertion of an anti-protectionist 
against an illegitimate presumption which gave its title 
to the very able book of Colonel Grosvenor, Does Protec- 
tion Protect ? 

We have seen what the word “ protection” means. The 
thing, protection, as it is in view of those who advocate a 
certain public policy, is the so affecting domestic prices by 
means of import duties, or other burdens or restraints laid 
upon goods produced abroad, as to influence the applica- 
tion of labor and capital to production within the pro- 
tected country, in the way either of causing capital and 
labor to be first applied to an industry, or of causing them 
to be still further applied to existing industries, or, lastly, 
of causing them to be still longer applied to industries 
which otherwise would, in whole or in part, be aban- 
doned. 

Protection does not necessarily seek the development or 
the sustentation of manufactures, although this object has 
been so far prominent in the history of American protec- 
tion as to cause the idea of manufacturing development 
to be closely connected with the word in the public mind. 
The policy of protection has, in the history of other coun- 
tries, been applied to agriculture quite as distinctly as, 
with us, to manufactures. The great battle of free trade 
in England was fought over the duties on imported bread- 
stuffs; and the most marked manifestation of protectionist 
feeling in the world to-day is on the part of the peas- 
antry of continental Europe, demanding the exclusion of 
the food products of America and Australia. It does not 
matter at all to what class of products import duties are 
applied. The purpose alone suffices to characterize them 
as protective. Probably the most extravagant protection- 
ist whom this country has ever known was, not Horace 
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Greeley, but Thomas Jefferson, the general trend of whose 
political philosophy would have indicated the extreme free 
trader, and who, indeed, is often so regarded. Jefferson 
carried his passion for freedom to the point of desiring to 
have every constitution and law expire by limitation at the 
end of the generation which enacted it, in order that no 
possible constraint might be put upon its successor. Yet 
he had his plan of industrial organization for his country, 
to which he was so wedded that he was ready to see it 
brought about by almost any force, however destructive. 
He hated a highly developed foreign commerce; he bit- 
terly inveighed against building up “ Amsterdams ” in this 
country. He wished to secure what he called an “ equilib- 
rium between occupations.” Not only did he hold these 
views as to what was best for the United States, but he 
had so much of the true spirit of protectionism that he was 
willing to see them take effect, even against the wishes of 
the people. When the embargo of 1807-09 had been 
found to fail entirely of its primary object of bringing Eng- 
land to terms, in the matter of the grave wrongs she had 
done us, Mr. Jefferson could feel that there was cause for 
congratulation in the fact that the embargo had, at any 
rate, crippled and almost destroyed the commerce of the 
nation, had made grass to grow in the streets of our chief 
trading towns, and vessels to rot by the hundred at their 
wharves, and had thus done a good deal to bring about 
his favorite “equilibrium of occupations.” * Such views, 

* ‘Tt is true that the embargo laws have not had all the effect in bringing 
the powers of Europe to a sense of justice which a more faithful observance 
of them might have produced. Yet they have had the important effects of 
saving our seamen and property, of giving time to prepare for defence; and 
they will produce the further inestimable advantage of turning the attention 
and enterprise of our fellow-citizens, and the patronage of the State legislatures, 
to the establishment of useful manufactures in our country. They will have 
hastened the day when an equilibrium between the occupations of agriculture, 
manufactures, and commerce, shall simplify our foreign concerns to the ex- 
change only of that surplus which we cannot consume for those articles of 


reasonable comfort or convenience which we cannot produce.’’ Jefferson’s 
Works, vol. viii. p. 163. 
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to which Mr. Jefferson with his customary political audac- 
ity did not hesitate to give effect, even by acts which in- 
volved the ruin of myriads of his countrymen, stamp Mr. 
Jefferson as eminently a protectionist. He thought he 
saw that the unrestrained pursuit of individual interests 
on the part of his people was tending to bring about in- 
dustrial, social, and political conditions of which he dis- 
approved; and accordingly, in the true spirit of protec- 
tionism, he rejoiced in the opportunity to intervene by 
force of law, and prevent such results from being worked 
out. The man is just as truly a protectionist who, believ- 
ing that the growth of certain economic interests will be 
prejudicial to his country, would take measures to check 
the growth of those interests as the man who, holding the 
opposite belief, would take measures to promote those 
interests. The single test of protectionism is the dispo- 
sition to replace, in any considerable degree, aims pro- 
posed by the legislator or the governor for those which 
would be spontaneously sought by the individual citizens, 
acting upon their own initiative and seeking ends which to 
them personally appear good. 

In the foregoing definition, I used the qualifying words 
“in any considerable degree.” These are necessary, be- 
cause reasons may exist for replacing, in minor matters or 
in single instances, aims proposed by the State for those 
which would spontaneously be sought by its citizens, with- 
out a case of protectionism being thereby afforded. Espe- 
cially is this so when the motive for governmental inter- 
ference is primarily not of an industrial, but of a political 
character. Thus, one of the earliest arguments for im- 
posing heavy customs duties in this country was found 
in the alleged importance of supplying the country with 
munitions of war against the day of too probable hostili- 
ties. A great deal of stress was laid upon this considera- 
tion in urging the imposition of high duties upon iron and 
steel. It was said that, unless the United States had 
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open mines, and works capable of producing iron and steel 
rapidly, the nation would be helpless in the presence of an 
+ armed enemy. Now, so far as this argument was used in 
good faith, legislation to such an effect was taken out of 
the category of protectionist measures. War involves 
extensive interference with private initiative and peaceful 
industry ; and a nation which, in bona fide preparation for 
war, imposes customs duties on those articles which are 
of primary importance in war, no more establishes an 
instance of protectionism than a nation establishes an 
instance of socialism by setting up armories and arsenals. 
The very existence of government implies that certain 
things must be done to give effect to its authority and to 
protect its life. No case either of protectionism or of so- 
cialism is established so long as government does not tran- 
scend what is genuinely regarded as necessary to the care 
of the public peace, to the maintenance of private rights, 
and to the defence of the government itself against in- 
surgency or invasion, actual or threatened. 

The plea for the imposition of duties upon foreign arti- 
cles having reference to the possibility of war may of 
couise be carried so far as to propose what would be a 
distinct and perhaps very pronounced case of protection- 
ism. Thus it might be urged that, in order to attain the 
greatest readiness, at any time and at all times, for defence 
or for aggression, the domestic production of nearly all 
articles of prime importance should be so fostered as to 
render a nation practically independent of commerce, ex- 
cept in regard to articles which could be dispensed with, 
on the occurrence of hostilities, without distress. The dis- 
tinction between the two classes of cases, however, seems 
sufficiently clear. When the preparation aimed at is not 
technical, but general, the purpose being to create an 
habitual independence, commercewise, of other nations, 
we have distinctly a case of protectionism. 

The force of the argument for customs duties on cer- 
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tain articles having reference to a possible state of war 
will, of course, vary greatly, according to the extent and 
situation of the country concerned, its traditional relations 
with its immediate neighbors, the nature of its coast line, 
the state of the art of navigation, and other circumstances 
too numerous to mention. The mere substitution of 
steamers for sailing vessels, rendering the running of 
blockades comparatively safe and easy, has diminished 
almost indefinitely the validity of this policy, as applied 
to most of the countries of the world. It long ago ceased 
to be of any consequence to us as a nation, and we may 
accordingly dismiss the topic without further discussion. 

I have sought to express the characteristic quality, 
the essence, of protectionism. Who, then, is the protec- 
tionist? I answer, every man is a protectionist who 
would, in any considerable degree, substitute aims pro- 
posed by the State for those which would otherwise be 
sought by its citizens upon their own individual initiative. 
The qualifying words, “in any considerable degree,” are 
important, because a man might favor such a policy in 
minor matters, for special and transient reasons, without 
really becoming a protectionist. When, however, any 
person proposes or advocates such a policy in a degree 
which would work an important and general change in the 
industrial life of his country, he is a protectionist. 

There are, however, many kinds of protectionists; and 
the important fact to be noted is that, while all protec- 
tionists are clearly distinguished from non-protectionists 
by a certain characteristic quality, yet, in the quantity of 
the effects which their several degrees of protectionism 
would respectively produce, one class of protectionists 
differs from another class far more widely than the latter 
themselves differ from the non-protectionists. It is in the 
failure to note the wide range of differences in opinion 
among those who call themselves protectionists that we 
find the cause of much of the confusion, or mutual mis- 
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conception, so characteristic of discussions on “ the tariff.” 
I shall devote the greater part of this paper to indicating 
the most important of these differences. 

I. In the first place, we have the distinction between 
the man who advocates protective duties for the purpose 
of starting certain industries in a new country, and pro- 
tecting their early growth, and the man who would levy 
and maintain these duties as a permanent standing policy. 
Our fathers and our grandfathers, if they were protection- 
ists at all,— we ourselves, if we were protectionists before 
the war,— were of the former class. 

The statesman or the writer for the press of 1789 or of 
1816, of 1824 or 1828 or 1842, whose expressed views 
would have justified the belief that he favored protection- 
ism as a permanent system, was, indeed, not entirely un- 
known ; but he was in a very small minority.* The great 
argument in those days was what may be called the “in- 
fant industries” argument. Mr. Clay, the father of the 
so-called American system, habitually made his main appeal 
on this behalf. Down to the War of Secession there was 
no party, no considerable body of men, advocating pro- 
tecilion as a permanent policy. During the war our 
present high tariff was established solely on the plea of 
the revenue necessities of the government. When was it 
that the great majority of those among us who are now 
protectionists, in the later sense of the word, became 
such? That would be a very interesting investigation 
which should seek to draw the lines across the pages of 
the Congressional Globe, and across the sheets of the 
daily press, and should show the transition from the “in- 
fant industries ” stage of the protectionist argument to the 
stage when protectionism was boldly and unqualifiedly 

*** No one in the commencement of the protective policy ever supposed it 
was to be perpetual,’’ said Henry Clay. Again: ‘‘ The theory of protection 
supposes that, after a certain time, the protected arts will have acquired such 


strength and perfection as will enable them subsequently, unaided, to stand 
up against foreign competition.”’ 
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announced as a beneficent standing policy. The transi- 
tion certainly has not been marked by any apologies on 
the part of the protectionists for passing from one into 
the other stage, or by any explanations of their change of 
front. Nobody claims, I believe, that there has been any 
new revelation on the subject ; yet here we have a change 
of attitude not less pronounced than that which took 
place between the time when our forefathers were respect- 
fully memorializing the British throne for redress of griev- 
ances, and the time, but, a few months later, when they 
were fighting King George tooth and nail, with Inde- 
pendence as their avowed object. 

The political battle of 1888 was fought so largely on 
the “home market” issue that some persons may be dis- 
posed to think that the “infant industries” argument is 
one altogether gone by, and may consider it a waste of 
time to give more words to it. Yet an argument which 
was good enough for our grandfathers and fathers may 
still be worthy of consideration from us, even in these 
days of a seemingly triumphant home-market policy. 
Possibly, the time may come when those who are now so 
glibly denouncing foreign trade, and declaring themselves 
well satisfied to command the markets of sixty millions 
of Americans, may be glad to get back to as good cover 
as that afforded by the now despised argument for “ infant 
industries.” 

The form in which that argument has been most com- 
monly used in the past is in the words of Mr. John Stuart 
Mill. The fact that so eminent an economist had ac- 
knowledged the validity of this argument, in a certain 
degree, caused him to be quoted in this particular by 
hundreds of writers who never spoke of him with respect 
in any other connection. The following is Mr. Mill’s 
presentation of the case: — 

The only case in which, on mere principles of political economy, 
protecting duties can be defensible, is when they are imposed tempo- 
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rarily (especially in a young and rising nation) in hopes of naturaliz- 
ing a foreign industry, in itself perfectly suitable to the circumstances 
of the country. The superiority of one country over another in a 
branch of production, often arises only from having begun it sooner. 
There may be no inherent advantage on one part, or disadvantage on 
the other, but only a present superiority of acquired skill and experi- 
ence. A country which has this skill and experience yet to acquire, 
may in other respects be better adapted to the production than those 
which were earlier in the field; and, besides, it is a just remark of 
Mr. Rae, that nothing has a greater tendency to promote improvements 
in any branch of production, than its trial under a new set of condi- 
tions. But it cannot be expected that individuals should, at their 
own risk, or rather to their certain loss, introduce a new manu- 
facture, and bear the burden of carrying it on, until the producers 
have been educated up to the level of those with whom the processes 
are traditional. A protecting duty, continued for a reasonable time, 
will sometimes be the least inconvenient mode in which the nation 
can tax itself for the support of such an experiment. But the pro- 
tection should be confined to cases in which there is good ground of 
assurance that the industry which it fosters will after a time be able 
to dispense with it; nor should the domestic producers ever be allowed 
to expect that it will be continued to them beyond the time necessary 
for a fair trial of what they are capable of accomplishing. 


I have said that this admission of Mr. Mill’s gave great 
comfort to the protectionists. It has been correspond- 
ingly a source of grief to many economists of the free 
trade school, some of whom have denounced it as unau- 
thorized and improper, while others have set themselves 
at work to minimize the effect of this concession, constru- 
ing every clause of the foregoing passage strictly and in a 
hostile spirit. Other economists of this school, however, 
have accepted Mr. Mill’s statement liberally, and, while 
insisting that the cases to which this doctrine shall be ap- 
plied must be those only which come honestly within Mr. 
Mill’s meaning, have dealt with the matter in no petty or 
grudging spirit. Professor Taussig, of Harvard Univer- 
sity, has given in his Toppan prize essay, on Protection to 
Young Industries,* an excellent and truly instructive ex- 


* Reprinted in his Tariff History of the United States. 
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ample of both the method and the temper proper to the 
treatment of such a question. Professor Taussig, in ap- 
plying Mr. Mill’s rules to the history of certain industries 
in the United States, reached the conclusion that the 
cotton industry, at its beginning here, afforded a clear 
example of the case presented by Mr. Mill, and that this 
industry was really started and fostered through its in- 
fancy by governmental protection, with a good result; * 
secondly, that the woollen industry had virtually estab- 
lished itself before protection was applied to it; thirdly, 
that the iron manufacture affords one of the least satisfac- 
tory instances of the application of this policy. 

In my own opinion, Mr. Mill both overstates and under- 
states the case for the protection of infant industries. He 
overstates it, inasmuch as it is not true that individual 
manufacturers can never be expected to take upon them- 
selves the expense of initiating industrial enterprises of an 
altogether new character. The history of our own coun- 
try affords abundant illustration of the starting of indus- 
tries in regions far from their traditional seats and against 
the unbroken force of competition from great groups of 
long-established, rich, and powerful factories; it affords, 
also, illustration of the spirit and enterprise which capi- 
tal is sometimes capable of exhibiting in undertaking 
the risk of long and costly experiments, large initial 
outlay, and continued production at a loss, all in view of 
an ultimate profit. 

On the other hand, Mr. Mill understates the case, inas- 
much as it is not alone the initial expense of starting a 
new branch of industry that is sure in the end to succeed 
which we have to consider. In addition to this there is 
the considerable risk attendant upon the trial, in new 
fields, of industries regarding which there can be no such 

*“*T consider the cotton manufactures not only to have reached, but to 
have passed, the point of competition. I regard their success as certain, and 


their growth as rapid as the most impatient could well expect.’ Webster, 
Works, vol. iii. p. 126. 
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assurance. I am disposed to think that economists gen- 
erally fail to realize the highly tentative character of 
nearly all new industrial enterprises. Professor Brewer, 
of New Haven, in a very interesting paper on the history 
of agriculture in Harper’s Magazine for 1875 or 1876, 
gave a very striking list of the crops which had been in- 
troduced into the colonies which afterwards became the 
thirteen States, prior to the Revolution, some of which 
had succeeded, while more, perhaps, had failed. Regard- 
ing most of these it was impossible for the wisest man or 
body of men to say in advance, with confidence, whether 
they would succeed or fail. That could only be deter- 
mined after long and patient trial. It is much the same, 
I conceive, with any new branch of industry in a strange 
field. This is so even when a branch of manufacture 
seems to be closely akin to another which has succeeded. 

Again, even after adding the risk of loss to the initial 
expense in case of success, as contemplated in the state- 
ment of Mr. Mill, we must not, I think, overlook the con- 
sideration that overcoming the inertia of capital might 
fairly constitute an equally good reason for initial protec- 
tion. A great deal has been said about the alertness, ag- 
gressiveness, enterprise, and courage of capital; and at 
times and in ways this is true enough. But it is equally 
true that the capital is, at other times and in other ways, 
inert, hesitating, and timid. Indeed, it would be difficult 
to exaggerate the cowardice of capital in many situations. 

So much for the @ priori argument in favor of protec- 
tion for infant industries. But, since protectionists urge 
that the question is always to be treated as a practical 
one, not to be decided on grounds of theory alone, we 
have the right to hold them to full responsibility for the 
manner in which their proposals are to be carried out. 
And here, it must be said, their case is weak. First, since 
the legislature is to make choice of the industries which 
are to receive the initial protection, we must admit, as an 
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offset to all the possible advantages of this policy, the 
probability that some of the subjects chosen will be such 
as cannot, in the result, advantageously be established 
under the conditions existing. Secondly, in the case of 
the poor, miserable, weak, and deformed industries which 
must reasonably be expected to result from unfortunate 
choices by the legislature, there is the liability, there is 
the strong probability, that compassion or lack of courage 
on the part of the law-makers, or the plea of vested inter- 
ests, or the force of lobbying and log-rolling, will have the 
effect to continue these industries upon the list of public 
pensioners long after the fact of their complete and final 
failure has been demonstrated to the satisfaction of every 
intelligent and impartial on-looker. Those who are inter- 
ested to note examples of utterly hopeless industries, 
which have first obtained governmental recognition and 
support through abundant promises of early attaining in- 
dustrial self-sufficiency, only to become completely pauper- 
ized and to fasten themselves in helpless indigency upon 
the public body, reappearing at frequent intervals as claim- 
ants for larger and still larger measures of protection, will 
find such examples in the vigorous lectures of Professor 
Sumner on the history of protection in the United States. 

II. We have thus far drawn the distinction between 
those who believe in protection for infant industries, ac- 
cording to the spirit of Mr. Mill’s statement of that doc- 
trine, and those who accept protection as a beneficent 
standing policy. Yet even among the latter there exist 
such wide differences of views and purposes as still to jus- 
tify the statement that some classes of protectionists differ 
from others by a larger interval, practically viewed, than 
that which separates certain classes of protectionists from 
the non-protectionists. 

We have, first, the distinction between those who would 
select, for permanent governmental encouragement and 
support, certain industries, chosen with careful reference 
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to their importance to the population concerned, their 
adaptation to the peculiar resources and industrial apti- 
tudes of the country,* and those who would bestow pro- 
tection indiscriminately and almost universally, excluding, 
perhaps, from the benefit of the system a few products to 
which climatic conditions are exceptionally unfavorable. 

The difference between these two classes of protection- 
ists is very great. Indeed, it is much greater than that 
between the former class of protectionists and the non- 
protectionists. According to the one view of protection, 
the subjects of governmental encouragement and support 
should be carefully chosen. They should, as a body, con- 
stitute an exception to the general rule of freedom of in- 
dustry and trade. Every new product seeking admission 
to the favored list should be required to make a clear, 
strong case for itself, its own importance to the industrial 
system and the adaptation of the population to its rela- 
tively successful production being taken into account. 
According to the other view, restraints upon trade are 
viewed as good in themselves. Restrictions are to be 
imposed easily and lightly, for any reason or almost no 
réason. . 

It is needless to say that it was the former view of pro- 
tection which was held by the great founders of the Amer- 
ican System, and which has been upheld by the best 
writers on that side. The policy of universal, undis- 
criminating protection finds little support in anything that 
was said or written in this country before the contest 
over secession; but the war tariffs, seeking every object 
which could possibly contribute to the public revenues, 
strung upon the tariff lists of the country, as subject to 
heavy and extortionate duties, almost every article of 
human production. After the extreme necessities of the 
public revenue had fairly passed, a movement began, 


***Tn the selection of objects, there would be need, certainly, of a careful 
discrimination.” E. B. Bigelow, The Tarif’ Question. 
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which for a long time had a high degree of public approba- 
tion, for the extension of the free list. But this move- 
ment received a decided check upon Mr. Blaine’s entrance 
into the Republican canvass of 1884; and since that time 
the advocates of undiscriminating and universal protection 
have been growing more and more active and defiant. 

Of course, it makes a vast difference in the application 
of the policy of undiscriminating and universal protection 
what is the variety of conditions, as to soil and natural 
resources, of the country which is to be the subject of 
this policy. 

The United States stretch across nearly sixty degrees 
of longitude, and have a north and south extent of twenty- 
five degrees of latitude. Not only does this vast region 
embrace a wide range of climate conditions, but its soil 
and the underlying rock produce an immense variety of 
the raw materials of manufacture, in woods, in fibres, in 
building stones, in ores, in coal, as well as an unequalled 
wealth of food products. The application to such a 
region of undiscriminating and universal protection has, of 
course, a very different effect from what it would have in 
a small and compact country like Belgium or Holland, or 
even in almost any other country on the globe, however 
large. So much of a world in itself is the United States 
that, in spite of all which protection can possibly ac- 
complish, we must remain the largest example of free 
trade mankind have to contemplate. With absolute 
freedom from commercial restrictions within our own 
borders, with the high degree of mobility characterizing 
our people, and with the acuteness and alertness with 
which every possible economic advantage is here followed 
out, the mischief which the most unreasonable system of 
protection could inflict is greatly restricted. 

III. I have indicated already two important distinctions 
among those who call themselves protectionists. Another 
distinction of even greater significance remains to be 


a) 
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noted,— that,. namely, between protectionists who advo- 
cate duties generally low and those who favor high duties, 
often duties so high that they may be regarded as practi- 
cally unlimited or prohibitory. The difference between 
the duties advocated by these two classes of protectionists, 
respectively, is, indeed, a difference in degree; but the 
difference between the two classes of protectionists them- 
selves is not a difference in degree, but in kind. It is not 
a case of more and less, but of one and another. 

That which makes the difference between the two 
classes of protectionists a difference in kind, and not 
merely in degree, is the fact that the moderate protection- 
ists contemplate foreign competition * as still a desirable 
force operating upon native industry, to stimulate its ex- 
ertions, to afford it examples of style and workmanship, 
to limit the price of its products, to regulate its profits. 
The extreme protectionists, or Chinese-wall men, do not 
regard foreign competition as in any measure a beneficent 
force. On the contrary, they deprecate it as only and 
altogether bad, and seek to deprive it of all influence upon 
native industry. This may be done by prohibitory laws 
or by duties so high as practically to give the domestic 
producers the complete command of the market. This is 
now the demand of those associations which have recently 
been organized under the name of Home-market Clubs. 
This is the form in which protectionism is now presented 
to the people of the United States. I think it not extrav- 
agant to say that there has been more pure Chinese-wall 
talk in this country within the last two years than during 
our whole previous history as a nation. 

Whether the protectionists of the United States really 
have passed over to this extreme position as a definitive 

*‘* There is a broad and marked distinction between entire protection and 
reasonable encouragement. It is one thing by duties or taxes on foreign articles 
to awaken a home competition in the production of the same articles. It is an- 


other thing to remove all competition by a total exclusion of the foreign arti- 
cle.’ Webster, in 1824, Works, vol. iii. p. 108. 
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one, or whether their present attitude is due partly to the 
spirit of contradiction and the fierce antagonism_of the 


recent political struggle, partly to the extravagance of 


a few leaders and newspaper organs, no one can say with 
confidence. For myself, I believe that the great major- 
ity of the Republican party will take an early oppor- 
tunity of returning to the position occupied $y their 
fathers on this subject, or an early occasion of showing 
that they have never for themselves left it: I mean the 
only position sanctioned by the ablest and most judicious 
writers on that side, that of moderate protection.* I 
believe that the recent access of jubilant, vehement, ag- 
gressive, defiant protectionism will prove to be a mere 
passing passion; and that most of those who have given 
way to it, or allowed themselves to be so represented, 
will soon make it known that they favor only moderate 
duties, carefully adjusted to give domestic industries what 
they consider a fair start in the race, without withdrawing 
them from the wholesome and stimulating influence of 
foreign competition. 

IV. It has seemed to me so much more important to 
draw and to emphasize the foregoing distinctions among the 
protectionists themselves than to discuss the questions at 
issue between the protectionists as a body and the non-pro- 
tectionists, that I have left myself little time for the other 
purpose. I shall only undertake to state a few points which 
seem to me of importance in opening up that issue for an 
effective and, if that be possible, a conclusive discussion. 

In the first place, I must pronounce the free trade 
writers distinctly in the wrong as regards the two leading 
arguments with which they have traditionally sought to 

*** Excessive duties ... are positively injurious to the interests which they 
are supposed to benefit. They encourage the investment of capital in manu- 
facturing enterprises by rash and unskilled speculators, to be followed by dis- 
aster to the adventurers and their employees, and a plethora of commodities 
which deranges the operations of skilled and prudent enterprise.’’ Report of 


the Tariff Commission of 1882, all the members save one being decided protec- 
tionists. 
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cut off all discussion of the subject as a practical question 
of public policy. These two arguments, in which the free 
traders have denied the jurisdiction of the court to which 
the protectionists have made their appeal, are no longer 
deemed valid by the best economic opinion of our time. 

The argument, not so much against protectionism as 
against any consideration of protectionism, derived from 
the doctrine known as Jaissez-faire, may be easily dis- 
posed of. The assumption regarding the harmony of eco- 
nomic interests, on which that doctrine rests, is so wide of 
the palpable facts of human society as to deprive laissez- 
faire of all authority, considered as a principle of uni- 
versal applicability. It is only entitled to be considered 
as a practical rule,— “a rule,” in the language of Professor 
Cairnes, “in the main sound, but, like most other sound 
practical rules, liable to numerous exceptions; above all, a 
rule which must never for a moment be allowed to stand 
in the way of the candid consideration of any promising 
proposal of social or industrial reform.” 

Doubtless it is true that there is a real harmony of 
economic interests, when these are rightly understood, 
whether between the several individuals of a community, 
or between individuals and the community as a whole, or 
between the several communities constituting the commer- 
cial world; but it is not true that, as fallible, selfish, and 
passionate men see their interests, and are prepared to act 
in reference to them, these are necessarily compatible with 
the interests of others, or with the general welfare. Clear 
instances to the contrary are too numerous to require that 
any should be cited here; but I may mention, in passing, 
the action of owners of timber-lands in cutting away the 
tree-covering of the soil, excessive competition among 
manufacturers, the wasteful duplication of railroads, the 
effects of greed on the part of employers towards their 
laborers and of the owners of slaves or of cattle in the 
matter of the care and subsistence of such property. 
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The second argument with which the free traders have 
sought to cut off all discussion of protection, as a possibly 
beneficent public policy, is that derived from the wholly 
negative or inhibitory character of such legislation. Sir 
Thomas Farrer, in his Free Trade versus Fair Trade, 
says : — 

The protectionist certainly starts with a strong presumption 
against him. He cannot, by any of the laws which he proposes to 
pass, add one iota to the productive powers of the world. He cannot 
add an idea to the brain of the thinker, a muscle to the arm of the 
worker, a fertilizing ingredient to the soil. All his implements are 
fetters on free action, or weapons of destruction. To suppose that, by 
preventing men from using their natural powers and satisfying their 
natural desires, you can increase their capacity for production and for 
earning wages, is in the highest degree improbable. 


In the same vein, Mr. Isaac Butts, of our own country, 
offered the following illustration of the impotence of pro- 
tection : — 

It is a well-known fact that the combustion of a given quantity 
of carbon will produce a definite quantity of heat, and that such 
quantity cannot be increased by varying the rate or the mode of com- 
bustion. Given, then, the quantity of carbon, and science can deter- 
mine the precise quantity of heat (as, also, of power) which its com- 
bustion will generate,—a quantity which no contrivance, however 
ingenious, can enable the manipulator to surpass. 


Paragraphs to the same effect might be quoted from a 
hundred writers. 

Now, this sort of talk, in which I confess to have myself 
joined in earlier days, is utterly inconclusive. It is true 
that restriction and prohibition can create no force; nay, 
that, so far as they operate at all, they diminish the 
amount of force at command. But it is equally true that 
restriction and prohibition may direct force to ends vastly 
more useful to mankind than those which would other- 
wise be sought; that law, while it can create no power, 
may save a hideous waste of existing power. To confine 
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in long tubes the gunpowder served out to an army adds 
nothing to the expansive force of the powder; but it is an 
essential condition of enabling powder to project bullets 
with effect to long distances. The force derived by the 
wheel from the fall of the water is greater than that which 
actually moves the ten thousand spindles above, greater 
by all that is lost in transmission through shafting and 
belting. But the sacrifice of a certain amount of power 
in such transmission is an essential condition of applying 
the power of the water-wheel to the spinning of yarn and 
the making of cloth. Mr. Butts justly says that no con- 
trivance, however ingenious, can increase the quantity of 
heat, and therefore of power, which will be generated 
through the combustion of a given body of coal; buta 
great many ingenious contrivances are necessary to enable 
the combustion of a given quantity of coal to accomplish 
anything for the good of mankind. 

The foregoing are arguments which have been largely 
used by free traders, not so much in discussion of the 
issue raised by the protectionists as in preventing all dis- 
cussion of that issue. Their purpose has been not so 
much to show that the protectionists have not made their 
case as that they could not possibly make their case; 
that, in fact, there is no case whatever to be made, the 
laws of society and the constitution of nature being what 
they are. The abandonment of these arguments creates 
no presumption in favor of protectionism. It merely leaves 
the ground open for fair debate on the merits of whatever 
the protectionists have to advance. These have still their 
case to make, against an unfavorable presumption, by 
proving the practical benefit to mankind or to the partic- 
ular country reasonably to be anticipated, under existing 
conditions, from the system they propose to set up, after 
taking full account of all the cost of establishing and 
maintaining that system, and all its infirmities and its evil 
liabilities in actual operation. 
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Nor can I concede any validity to the comparatively 
new objection to protectionism, on the ground that it is 
immoral. <A few years ago, my esteemed friend Professor 
Sumner, of Yale University, announced that he had talked 
enough and long enough about protection as a matter of 
policy ; hereafter he purposed to attack it as immoral,— as 
an unjustifiable invasion of natural rights, as a breach of 
personal freedom, as an instrument for the spoliation of 
the many for the enrichment of the few. 

As IL have had occasion elsewhere to remark, in reply- 
ing to Mr. Henry George, I do not deem myself qualified 
to say much about natural rights, having never lived in a 
state of nature, but having resided all my life in commu- 
nities, more or less civilized, whose citizens were required 
to render numerous and onerous services, to refrain from 
many courses agreeable to themselves, to make heavy con- 
tributions, to submit to severe sacrifices, to walk in paths 
instead of roaming at will over the fields,—all for the gen- 
eral good. It seems to me that the denunciation of pro- 
tectionism as immoral should be preceded by a demon- 
stration that it is socially inexpedient, that it is in reality 
the spoliation of the many for the benefit of the few, and 
that no adequate return is made to the great mass of the 
community for the restrictions to which this policy re- 
quires them to submit. If these things can be proved, it 
will then be appropriate, though by that time hardly nec- 
essary, to denounce protectionism as immoral. Until these 
things are proved to public satisfaction, no great effect 
can be produced by such denunciation. If the denial of 
the right to buy in the cheapest and sell in the dearest 
market would yield to the community any considerable 
part of the blessings which the protectionists, unquestion- 
ably in good faith, promise, I imagine that there are few 
Americans so transcendental in their political philosophy 
as to question the right or the propriety of the establish- 
ment of that system. The discussion, then, comes back to 
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the original issue, whether protection is economically or 
socially expedient. 

On the other hand, the argument upon which the pro- 
tectionists of former days mainly rested their case, which 
may be known as the “exportation of the soil” argument, 
has been virtually abandoned. Then it was urged, with 
great persistence and with most ominous warnings, that 
manufacturing towns must be built up in agricultural 
regions, in order to secure markets close at hand for the 
produce of the soil, with a view to returning to the land 
the productive essences taken from it in the crops of the 
year. The protectionist books and speeches of thirty and 
fifty years ago abounded in startling and even appalling 
prophecies of the evils which would result from the neg- 
lect of this consideration. “Earth-butchery” was about 
the mildest term which could be found to characterize 
free trade in its application to a new country. 

As I said, this argument has now practically been given 
up, and that for several reasons. First, it has come to be 
recognized that a certain temporary lowering of the gen- 
eral productiveness of the soil is a natural phase of the 
passage of a new, poor, and mainly agricultural commu- 
nity into an older, richer, and largely commercial and 
manufacturing one. Population, at the beginning in com- 
parative poverty, spreads loosely over the soil; the best 
pieces only are selected for cultivation, These are cropped 
almost continuously, with little attempt at deep plough- 
ing or underdrainage, and with no feeling of obligation 
to return anything to the soil, except only the manure 
generated incidentally to the cultivation of the fields, by 
the cattle and horses employed thereon or by the cattle 
or sheep grazing thereover. The profits of such a culti- 
vation of virgin soils are enormous; yet, after a period, 
the productiveness of the land must sensibly decline. So 
far, this system seems all wasteful and wrong and vicious. 
But there is another side to the question not yet disclosed. 
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The immense profits of virgin agriculture have, let us sup- 
pose, been put into permanent improvements, into roads 
and bridges, into canals and railroads, into wharves and 
warehouses, into comfortable dwellings, school-houses and 
churches, into shops and small factories for petty neigh- 
borhood industries. And so, when the profits of agricult- 
ure begin to wane, the advantages and attractions of man- 
ufacture begin to be strongly felt; little by little popula- 
tion is transferred from the fields to the shops, while on 
the fields themselves now first begins the serious, sys- 
tematic, economic cultivation characteristic of an older 
community. This is the way in which the Northern peo- 
ple dealt first with Western New York, then with Ohio, 
Indiana, Illinois, and Michigan, then with Wisconsin and 
Iowa; and it is in this way they are now dealing with 
Minnesota, Kansas, and Nebraska. And I make bold to 
say that in so doing they have been justified by conditions 
both of economic and of political expediency. 

A second cause which has greatly contributed to dimin- 
ish the importance of the “exhaustion of the soil” argu- 
ment has been the recent very extensive introduction of 
artificial fertilizers, either of animal or of mineral origin, 
as guano from the islands of the Pacific, and phosphates 
from the rock of our native mountains. 

Third, another cause which has diminished the impor- 
tance assigned to this argument has been the fuller recog- 
nition, in the progress of agricultural chemistry, of the 
fact that, while a certain degree of waste seems insepara- 
ble from human occupation of the earth, nature, on the 
other hand, is continuously carrying on a more or less 
rapid process of repair and restoration. In almost every 
region, an addition is being made to the soil available for 
the raising of food through the decomposition of rocks 
and the formation of rock-dust, which is called “ weather- 
ing.” Moreover, the conversion of the atmosphere into 
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nitrates (“nitrification”) is continually going on for the 
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fertilization of the soil. “Any region,” remarks one of 
the most eminent of the American agricultural chemists, 
“that has once been fertile for a period of over fifty years 
under a given system of management may remain fertile 
under that system forever, unless the soil is removed or 
buried by flood, or unless the climate becomes unpropi- 
tious.” 

Fourth, another and a sufficient cause for the practical 
abandonment of the “ exhaustion of the soil” argument is 
found in the simple fact that, in the economy of modern 
life, the productive essences contained in food consumed 
by manufacturing populations in large towns and cities 
are not returned to the soil, but are carried by the rivers 
into the ocean. The utilization of sewage, on any large 
scale, has never yet been made profitable. It has been 
done as a matter of experiment, as a matter of sentiment, 
or to prevent the defilement of rivers; but almost invari- 
ably it costs, in the present state of the mechanical and 
chemical arts, more, and generally very much more, than 
a hundred cents for each dollar’s worth of soil-dressing 
obtained. 

Nor have any reasons worthy of serious consideration 
been as yet advanced why political entities should be con- 
stituted distinct industrial entities. This has been a favor- 
ite proposition of protectionist writers, but I have found 
in no work on this subject any argument in support of 
that proposition deserving analysis or answer. On the 
contrary, the presumption against it, arising from the 
great and, when we take the economic point of view, 
altogether unaccountable irregularity and whimsicalness 
with which the surface of the earth is divided among in- 
dependent sovereignties, is almost overwhelming. Per- 
haps I may be permitted to quote here what I have else- 
where written on this point : — 


One nation comprises two millions of inhabitants, like Denmark, 
Greece, or Chili; another ten, like Mexico, Brazil, or Siam; another 












































268 QUARTERLY JOURNAL OF ECONOMICS 





thirty, like Italy or Japan; another fifty, like the United States; 
another eighty, like Russia; another three hundred and fifty, like 
China. The territory occupied by one nation crosses and includes 
two, three, or five great river systems. In other cases, one great 
river system embraces the territory of two, three, or five nations. A 
stream which a boy can wade may form the dividing line of two 
independent States. A third State may collect its revenues across 
the Atlantic and Pacific Oceans, and its magistracy send its warrants 
alike into Hudson’s Bay and into the South Sea. One people may 
stretch from north to south across sixty degrees of latitude; another, 
from east to west through half the daily journey of the sun. One 
country may be occupied by a population as homogeneous as the 
inhabitants of some old city; while under the same flag, and subject 
to the same laws, may live the representatives of nearly every race of 
men known to ethnology, speaking two hundred languages and three 
thousand dialects; some dressed in the height of the latest Paris 
fashion, others tattooed upon the naked skin; some using the tele- 
phone, others the assegai; some finding their choicest amusement in 
the Wagnerian opera, others in the war dance that opens the feast of 
human flesh. 

It will readily appear that the protectionist writers have a difficult 
task in establishing the necessity of drawing the lines of circumvalla- 
tion along the boundaries of the empire. It is, of course, possible that 
some new analysis of the conditions of production may yet disclose 
the law which thus makes trade within the limits of sovereignty 
beneficial, and trade across the boundaries of separate States dele- 
terious, to one or both parties; but thus far assertion, coupled with 
vituperation, has taken the place of the analysis required. 


Setting aside these several arguments on the one side 
and on the other, what have we left as furnishing the real 
matter at issue between the free trader and the protec- 
tionist? In the first place, I conceive that the strongest 
argument which could be framed in favor of protection 
is one little dwelt upon by protectionist writers,— that, 
namely, by which it might be undertaken to show that a 
general economic advantage would follow from interrupt- 
ing and hindering the constantly increasing tendency to 
the world-wide extension of the division of labor and the 
resulting intensification and localization of manufactures. 
The advantages attendant upon the division of labor are 
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too familiar to require statement. In the application of 
that principle to small communities, and even to large 
States, it is admitted that an immense gain in productive 
force is realized. It is also evident that the extension of 
this principle even beyond the boundaries of nationality 
yields a still further gain of productive power, which, up 
to a certain point, more than offsets any disadvantages or 
evil liabilities which may be attributed thereto. But it 
seems to me that a very pretty argument might be con- 
structed in favor of the proposition that, after a certain 
point, some artificial retardation of this movement might 
be of general economic benefit; possibly, that, at a certain 
still more remote point, this movement might, with advan- 
tage, be more peremptorily checked. 

The disadvantage and the evil liability which attend 
the extension of the division of labor are found in the 
occasion which is thereby introduced for a misunderstand- 
ing between producers and consumers. In a primitive 
condition of industrial society, no such occasion exists. 
Each member of the community, working for himself, 
by himself, will, within the limits of his time and strength 
and his disposition for labor, produce that, all that, and 
only that, which he desires to consume. Even when the 
division of labor has been carried a certain way, the 
opportunities for misunderstanding between producers and 
consumers are still very slight. The blacksmith, the 
bootmaker, the tailor, work for a small body of cus- 
tomers, personally known to themselves. Indeed, pro- 
duction generally waits for orders; and the producer 
knows in advance who is to be the consumer of his prod- 
uct. Even when the division of labor has been carried 
much further, and production takes place for a general 
market, composed of persons largely unknown to the 
immediate producers, it is still possible closely to estimate 
the demand, and accordingly to adapt production to con- 
sumption. In such a state of society, styles are generally 
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standard; and comparatively few goods are likely to be- 
come unseasonable. 
But when the division of labor has been carried to its 
utmost limits; when the materials of a given industry are 
drawn from the four quarters of the globe, and its prod- 
ucts are to be not less widely distributed; when the bulk 
of the consumers belong to strange nations, on distant 
continents, whose tastes, whose means, it becomes increas- j 
ingly difficult to anticipate; when, moreover, fashion has 
entered to introduce vast and ever-changing variety in 
form, in color, and in material,—the opportunities for 
misunderstanding between producers and consumers, the 
difficulties of adjusting supply to demand, become very 
greatly increased. The natural consequence is seen in 
the extreme localization of manufactures, and also in the 
extreme intensification of production within certain sea- 
sons, periods of highly stimulated, almost furious, activ- 
ity being succeeded by periods of comparative inactivity, 
often of stagnation. A still further consequence of this 
state of things is seen in frequent disturbances of trade 





and credit, sometimes leading to panics and crises, fol- } 
lowed, perhaps, by long, dreary intervals of suspended | 
production. 


Now, it is in regard to the price which mankind have 
to pay, through these disadvantages and evil liabilities, for 
the admittedly great advantages of the world-wide divi- 


sion of labor, that further investigation and more careful 
analysis are certainly in order. The question, be it 
observed, is altogether regarding the quantity of certain 
effects. The quality of those effects is not at all in dis- | 
pute. No one can fail to see the way in which the exten- 


sion of the division of labor produces benefits to mankind. 
No one can fail to see the way in which the extension 
of that principle, beyond a certain point, produces disad- 
vantages which are, to a greater or less extent, an offset 
to those advantages. The question is as to the respective 
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quantities of these opposite effects, and hence as to the 
balance between them,—in a word, as to the reasonable- 
ness of the price which men have to pay for a certain 
benefit. 

It must be admitted that on the foregoing question we 
have less information than is desirable, and that a more 
minute analysis of the influence of a widely extended and 
highly organized industrial system in producing fluctua- 
tions in trade and throwing production into great waves, 
with rapid and violent alternations of depression and exal- 
tation, would be an important contribution to our economic 
and social philosophy. Colonel Wright’s investigation as 
to the number of people habitually out of employment 
in Massachusetts yielded results which greatly impressed 
the public mind. The evidence collected by recent royal 
and parliamentary commissions in England has opened 
the eyes of the world to the unexpected magnitude of the 
losses sustained from this source. A great deal more 
needs to be done in this direction; and meanwhile the 
protectionists have here, as it seems to me, the material 
of an argument on their side which is not to be despised. 

The last point to be noted is the one upon which the 
protectionists at the present time are mainly bearing their 
weight,— that, namely, which makes it appear necessary 
for the more fortunate countries, generally new countries, 
having a high standard of living and enjoying general 
prosperity, to impose customs duties on the products of 
countries less fortunate, in order to protect themselves 
against a reduction of wages among their own popula- 
tions. This is the Pauper Labor argument. 

In considering this plea for protection, we must begin 
by insisting upon the distinction between high or low 
wages and high or low cost of production. The cost 
of production may be low when wages are high, because 
the laborer may be so energetic and efficient, so skilful 
and so careful, that the employer will get back even those 
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high wages, together with a handsome profit for himself, 
in the price of the product. The cost of production may 
be high when wages are low, because the labor purchased 
thereby may be unintelligent, shiftlesss, and wasteful, 
lacking in energy and inspiration. Not only may this be 
so, but it often and, indeed, generally is so. High wages 
are commonly, habitually, found associated with a low 
cost of production. Low wages are quite as generally 
found associated with a high cost of production. The 
reason for this association of high wages with low cost of 
production is plain. The laborer’s efficiency is in great 
part the immediate product of his present wages. In 
part, it is, of course, the product of the wages which he 
received at earlier periods of his life, and of the wages 
which his ancestors received before him. So far as the 
laborer’s efficiency is the immediate product of his pres- 
ent wages, that efficiency should increase at least propor- 
tionally with his wages. In fact, it will, within wide 
limits, increase more than proportionally, much more 
than proportionally. So far as food alone is concerned, it 
is unquestionably true that until the economic maximum 
has been reached —and that maximum is very unlikely 
to be reached —productive power is developed at a con- 
tinually increasing ratio. So far, therefore, as wages go 
to food, there is the best possible reason why high wages 
should be associated with low cost of production; while 
niggardliness of expenditure in generating labor power 
meets here the same retribution which niggardliness of 
expenditure generally meets in other directions. 

How is it with the other elements of personal consump- 
tion to which wages are or may be applied? That the 
same principle operates, with greater or less force, in 
respect to that portion of wages which is applied to cloth- 
ing and to securing comfortable and wholesome lodging, is, 
I believe, abundantly established by competent testimony. 
But how about those parts of wages which go to what we 




















PROTECTION AND PROTECTIONISTS 273 


may call decencies and luxuries in life? Do these con- 
stitute a force of which efficiency in labor is the direct and 
necessary product? Generally speaking, I believe it has 
been shown, on the widest scale, that the self-respect, the 
domestic and social ambition, the hopefulness and cheer- 
fulness, which arise out of such enjoyments, and the 
further prospect of such enjoyments, on the part of the 
laboring classes, generate an industrial force which as 
fully repays its cost, so to speak,— that is, the price of such 
enjoyments,— as does any equal expenditure upon the nec- 
essaries of life. 

But is this principle, that industrial efficiency, within 
reasonable limits of course, increases at least proportion- 
ally to increase of wages, temperately and virtuously ex- 
pended, a principle of universal applicability? Is it as 
true when the increase is large and sudden, coming to 
men who have previously lived in squalor and who have 
comparatively little moral or intellectual susceptibility, as 
it is when the increase of wages is moderate and gradual, 
coming to men who have been heretofore accustomed to 
comfortable and decent habits of living? Is it equally 
true when the increase of wages occurs within a branch of 
industry where the work required is such as gives little 
opportunity for the exercise of intelligence, of care in the 
use of tools and machines, of ingenuity and prudence in 
the prevention of waste, and where the rate of the 
laborer’s motions is practically determined by the move- 
ments of machinery, as it would be were the increase of 
wages to occur within a branch of industry offering the 
highest possibilities to the physical, intellectual, and moral 
activity of the laborer? To make my questions more 
particular, is it equally true that an increase of wages 
would produce corresponding increase of industrial effi- 
ciency in the case of French Canadians, or Poles, or South 
Italians, as in the case of native Americans, or Scotchmen, 
or Saxons? Is it equally true that an increase of wages 
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would produce a corresponding increase of productive 
power in the case of men employed in a cotton mill as in 
the case of men employed in a boot and shoe factory, or a 
watch factory, or a machine shop? If not, I may doubt 
whether the answer that the free trader has habitually 
made to the protectionist at this point is quite as conclu- 
sive as people of my own general way of thinking have 
been accustomed to consider it. 

If the proposition of the free trader, that industrial eff- 
ciency increases correspondingly to increase of wages, be 
not universally true, then the case may arise which the 
protectionist has in mind; namely, where branches of in- 
dustry are peculiarly unresponsive to the physical, intel- 
lectual, and moral invigoration of their operatives, where 
these, in turn, perhaps may be as a body, from their for- 
eign birth and breeding, peculiarly unresponsive to the 
mental and moral opportunities and incitements of our 
American life, and where, consequently, the manufacturers 
do, in fact, pay higher wages for a given amount of labor 
than are paid abroad. In this case, the American pro- 
ducers would be under a real, no longer a mere nominal, 
disadvantage in the cost of production. It would then be 
for the statesman to consider whether the labor and capi- 
tal which have been invested in such comparatively un- 
profitable industrial enterprises, under encouragement, 
one might almost say under compulsion from law, shall 
continue to be protected at the general charge, or whether 
the policy which has led to such a result shall be immedi- 
ately or gradually reversed. While I am myself so much 
of a free trader as to find it difficult to conceive the situa- 
tion in which I would give my vote, individually or as a 
representative, to initiate a system of protection,— cer- 
tainly, I should not, with my present views, have done so 
for this country in 1789, or 1816, or 1824, or 1828, or 
1842, much less in the period from 1863 to 1867,—I am 
yet so much a protectionist that I would deal very con- 
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servatively with masses of labor and capital once fully 
engaged in any branch of industry. This I would do, 
not more from regard to the “vested interests” of such 
bodies of labor and capital than from respect to the gen- 
eral welfare, since it has been the effect of my study of 
economics and my investigation of industrial history to 
magnify the importance of the industrial status. 

It is evident, however, that the greater the difficulty 
we find in retracing a course once erroneously begun, the 
stronger the reason for caution and hesitation before en- 
tering upon such a course. In proportion to the evils we 
apprehend from the removal or reduction of customs 
duties should be, at least, our doubts regarding the pro- 
priety of imposing such duties in the first instance. The 
protectionist vigorously asserts that the question of pro- 
tection is wholly a practical one, not to be decided, @ priori, 
on assumptions that fail to represent the real facts and 
conditions of human life. Let it be so. Then is he 
doubly bound to give the fullest consideration to the well- 
known fallibility of law-makers and the evil liabilities 
which beset legislation. Were it admitted that a judi- 
cious system of protection, selecting always the right ob- 
jects for governmental encouragement and support, and 
imposing only moderate and well-adjusted duties, would 
achieve all the benefits which the protectionist claims, it 
is certain that any actual system of protection will do 
much less than this; and it is always possible that a 
scheme of customs duties may do more harm than good, if 
the legislature enacting it be composed of men little con- 
versant with the facts of industry and trade, strongly 
moved by personal, local, or sectional interests, and not 
altogether uninfluenced by popular clamor, parliamentary 
intrigue, or the addresses of a well-trained and unscrup- 
ulous lobby. 

FRANCIS A. WALKER. 



















RICARDO AND HIS CRITICS. 


THE alteration in treatment which Ricardo’s work has 
met with at the hands of his successors in economic study 
is very remarkable. At one time, no name could more 
effectually guarantee an opinion against contemptuous 
treatment; at the present, the mere suggestion that such 
and such a view was held by Ricardo sounds an initial 
note of discredit. No doubt there is some sort of con- 
nection between the two attitudes. One extreme leads to 
another; and the impartial reader may amuse himself by 
constructing the bridge whereby passage is achieved from 
Mill, who could not think too highly of Ricardo,* to 
Jevons and Held, who could not think too lowly of him. 
Then Ricardo’s was a name for men to conjure with, to 
the disgust of a parliamentary opponent, who was led 
to declare that in his belief any one of ordinary ability 
could learn up the whole system of Political Economy in 
six weeks. Now, as I judge from the tone of reviewers, 
those weather-vanes of public opinion, to call a doctrine 
or a book Ricardian is the most effectual method of dis- 
counting its value. 

No doubt there is much that is faulty in Ricardo. Much 
may be said, as much has been said, against the deductive 
method; the question of hypothetical treatment is one on 
which there will continue to be a great difference of opin- 
ion; his frequent loose terminology, and his less frequent 
but more important logical inaccuracy, no doubt deserve 
condemnation. But still, though criticism be not only 
granted, but welcomed, it should be just and well consid- 
ered. It is above all things necessary that critics should 
criticise Ricardo, and not be allowed to set up a figure 





* A. Bain’s Life of James Mill, p. 209. 
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called by his name in order to exhibit their skill in knock- 
ing it down. That such is their aim is highly improbable, 
but the current of opinion is too strong for them. When 
they come within sight of Ricardo, they fail to preserve 
their intellectual equilibrium and, too often, the evenness 
of their temper. 

As to the exact value of the body of anti-Ricardian crit- 
icism, I can express but an imperfect opinion. In a scien- 
tific sense it has resulted, no doubt, in two great advan- 
tages. In the first place, the nature of the assumptions 
by which he proceeded has been exhibited; in the second 
place, the stability of certain of those assumptions has 
been called in question. But here I wish to call atten- 
tion rather to the nature of the criticism itself than to its 
total achievement. 

Of the critics whom I have selected by way of example, 
I desire to express my warm admiration so far as their 
own constructive work is concerned. They are selected, 
not because they stand alone, but because their eminence 
and their own successful labors seem to attach importance 
to their utterances. Others, indeed, have joined in the 
crusade; but for the most part they fall into the rear, 
either from the contradictions involved in their critical 
estimates, as in the case of the late Arnold Toynbee, or 
from the secondary place which the references to Ricardo 
are given in their writings, as in the case of Professor 
Thorold Rogers. Three, however, are so prominent that 
a careful examination of the character of their criticisms 
seems worth while,— Professors Jevons, Ingram, and Held. 
It is difficult to write of the first and the last of this illus- 
trious trio. In each case an untimely death broke in upon 
the work which they were engaged in performing, in each 
case economic study has met with a severe loss. But, dif- 
ficult though the task may be, it is called for by the noto- 
riety which their publications have attained. 

To begin with Jevons. Most economic students are 
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familiar with the passage in which Jevons states his view 
with regard to the position of Ricardo in the history of 
economic theory. Ricardo was “that able but wrong- 
headed man” who “shunted the car of economic science 
on to a wrong line.” The saying has the brilliancy of 
an epigram, but also has its obscurity. It is very difficult 
to know what Jevons really meant. It may be inferred 
that he intended to convey the impression that, till Ri- 
cardo misused the levers, the car was proceeding along 
the right line. But, so far as I can judge from some study 
of the economic literature for the fifteen years or so pre- 
ceding the appearance of Ricardo, nothing can be more 
erroneous than such an opinion. If we look at the works 
of men so widely different in character as Charles Ganilh, 
Von Jakob, Germain, Garnier, Boileau, we find in all the 
same abstract tendency and the same attempt to furnish 
forth a theory based on hypothesis. The only conspicu- 
ous difference between them and Ricardo is that he suc- 
ceeds more fully than they. 

But it may be urged that Jevons does not disapprove of 
the attempt, that what he decries is certain of the assump- 
tions made by Ricardo. The two leading assumptions are: 
first, the dependence of the price of labor on the price of 
provisions; secondly, the relation of population to the 
food supply of the working classes. Now, neither of these 
was new. The first was a part of the physiocratic doc- 
trine, which specifically states that the wages of labor are 
proportioned to the price of provisions.* Quesnay, at any 
rate, leaves his readers in no doubt as to his meaning: he 
says, “There is no ground for believing that the cheap- 
ness of provisions is advantageous to the lower classes.” + 
Nor is the second less explicitly adopted by the forerun- 
ners of Ricardo. Ganilh surely puts the matter plainly, 
when he says, “ An increase of wealth is always followed 


Tt Quesnay’s collected Works, p. 335. 





* Physiocratic Maxims, No. 19. 
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by an increase of population.” * Moreover, as we know, 
this part of Ricardo’s teaching was borrowed from Mal- 
thus, so that at least it would be more fair to speak of 
Ricardo as not being free from Malthusian errors than of 
Malthus as “not being free from Ricardian errors.” | As 
I take it, these are two of “the mazy and preposterous as- 
sumptions of the Ricardian school” which Jevons urges 
should be “flung aside” “once and forever.” Perhaps 
so; but in these instances Ricardo was not the man who 
began the shunting of the car. 

From other parts of Jevons’s Preface, indeed, it would 
seem that he quarrels with Ricardo rather because of what 
he did not do than because of what he did do. Ricardo 
ought to have introduced the mathematical treatment; 
but he did not. Elsewhere, again, certain objections are 
more openly advanced against Ricardo with regard to his 
treatment of wages. So far as may be judged, he is re- 
garded as the author of the wages-fund theory. This, to- 
gether with the cost-of-production theory of value, and 
the idea of the natural rate of wages, is definitely said to 
be Ricardian, and to be misleading or false. But, though 
so much is stated, I do not think that it can be substan- 
tiated. In the crude form to which so much objection 
was justly taken, Ricardo certainly did not hold the wages- 
fund theory; and it is just as great a mistake to attrib- 
ute its authorship to him as to attribute its demolition to 
the attacks of the late Professor Cairnes, its most earnest 
advocate, who attacked its critics and restated it himself. 
But Jevons makes both mistakes. 

The theory of rent Jevons apparently accepts. He 
even goes so far as to make it the basis of a new theory of 
wages, which is, of course, to be founded on something 
more solid than the “mazy and preposterous assumptions 
of Ricardo.” “Wages,” to use his own words, “must 


*Ganilh, System of Political Economy, p. 142. 
t Jevons’s Theory of Political Economy, Preface, p. 57. 
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enter into the calculation [of value] on exactly the same 
footing as rent, ...so far as cost of production regulates 
the value of commodities.” Here cost of production is 
brought back, and brought back by one who had cast him- 
self free from it. Let us consider for a moment the par- 
allel thus stated. There are certain differences between 
the conditions under which labor and land are employed. 
In the case of land, there is the theoretic margin of culti- 
vation; but, in the case of labor, that margin does not 
mean anything other than the minimum paid for the 
lowest labor in order to keep it alive. This would be 
Ricardo’s natural rate of wages; and above it he himself 
has stated, though most imperfectly, that there exists some 
sort of graduated scale. Again, labor cannot lie on one side 
till it be ‘worth one’s while to bring it into cultivation, as 
may land. Some theory, therefore, is necessary as to the 
relation between the rate of the population and the eco- 
nomic demand for it. One of the mazy assumptions flung 
aside forever must be brought in, or its place supplied. 

In fine, so far as I can see, Jevons did not criticise the 
fundamental theories and assumptions of Ricardo from 
an independent standpoint. He contented himself with 
attacking, and, as I hope I have shown, attacking some- 
what erratically, his reputation. So far as his own work is 
concerned, some of the very assumptions which did, in- 
deed, require investigation, are taken for granted. 

The next critic to whom I would refer is Professor In- 
gram. As might be expected, he enters on his task in a 
wholly different manner. His attack proceeds almost 
entirely from the historical side, and he has taken some 
trouble to arrive at a conclusion as to the position occu- 
pied by Ricardo in the history of economic theory. His 
results are stated in two articles, under the titles ‘ Politi- 
cal Economy” and “Ricardo,” published in the Encyclo- 
pedia Britannica. So far as his work is expository, but 
little exception can be taken to it. Ricardo is well inter- 
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preted, and the leading assumptions on which his theory 
is based are ably stated. On some points, it is true, ex- 
ception might be taken. It is hardly fair to Ricardo to 
make the suggestion contained in the following quotation : 
“Tt would be an error to believe, though Ricardo some- 
times seems to imply it, that such difference [involved in 
the existence of a series of soils of different degrees of 
fertility] is a necessary condition of rent.”* The word 
“sometimes” is a saving clause. Ricardo was at times 
negligent in expression and often far too brief; but that 
he perceived such a difference not to be necessary in 
order that rent should arise, is shown very clearly in sev- 
eral passages in his Principles, by none more clearly than 
the illustration on page 198. It would surely have 
been better to have omitted a sentence which, if it has 
any meaning at all, must be taken as a suggestion that 
Ricardo was really unaware of a fact previously stated by 
him in the clearest terms.{ Curiously enough, Professor 
Marshall has seen reason to attribute this precise emenda- 
tion of the theory of rent to Ricardo himself. Again, in 
the discussion§ on Ricardo’s chapter on gross and net 
revenue, Professor Ingram forgets to add that Ricardo 
himself states that his only object is to controvert Adam 
Smith on a particular point. But it is unnecessary here 
to do more than draw attention to this negligence, be- 
cause I shall have occasion to comment somewhat fully on 
a similar failing in the case of Held, whom Professor 
Ingram expressly quotes. 

But it is rather to his ultimate criticism of Ricardo than 
to his remarks on any particular passage that I want to 
draw attention. No one can object to the general con- 
demnation pronounced on the deductive method employed 
by Ricardo. So much is at any rate perfectly fair. It 
means little more than this: Professor Ingram prefers the 


* Ingram’s History of Political Economy (book form), pp. 126, 127. 
t See also pp. 36,37. + Principles, p. 42, lines 32,33. § History, p. 135. 
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historical method. But, as I have already remarked, it is 
somewhat hard to credit Ricardo with the main responsi- 
bility for its introduction. It is also a little harsh to 
remark that his whole economic system is developed in 
his Principles. So far as he wrote at all, no doubt this 
is the case; but, as it would be unjust to state that a 
writer on currency put his whole economic system into his 
monetary exposition, so it is in the case of a writer on dis- 
tribution. That Ricardo considered the exposition of the 
problems of distribution “the true object of the science” * 
is undoubted, but this was because he deemed inquiry 
into the nature and causes of wealth a delusive one. In 
other words, he gave his whole attention to that inquiry 
which allowed of the use of the deductive method. 

But there is another passage of more importance. In 
his article on Ricardo, Professor Ingram has the following 
sentence : — 

“ Rent,” he [Ricardo] says, “is in all cases a portion of the profits 
previously obtained on the land,” a proposition by which, for the 
sake, it is to be feared, of creating a political prejudice, he obscures 
his own doctrine that rent can never be a part of profits. 


As I shall have to deal with this assertion when formu- 
lated boldly, I shall not here devote much space to its 
examination, since it is only insinuated; but I must ex- 
press my own regret that such a charge, when unsubstan- 
tiated, should disfigure the writing of so honorable a 
critic as Professor Ingram. But, though it will be time 
enough presently to examine the facts which Professor 
Held adduces in support of his imputations of intellectual 
dishonesty, the present is certainly the place for a few 
words as to the meaning of Professor Ingram’s criti- 
cism. Ricardo, he fears, was so bent on creating a politi- 
cal prejudice that he does not hesitate to go the extreme 
length of laying down a proposition somewhat or appar- 
ently at variance with his own true doctrine. To prove 


* Letters to Malthus, p. 175. 
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this, a sentence is taken out of its context, and, naturally 
enough, is deprived of the one word “then,” which, in this 
instance, is important as showing that it is but the con- 
clusion of an argument. Let us look at the conclusion as 
Ricardo himself states it : — 


Rent, then, is in all cases a portion of the profits previously ob- 
tained on the land. It is never a new creation of revenue, but 
always part of a revenue already created. 


Ricardo had been occupied for some few pages in explain- 
ing the genesis of rent from that stage when, as he says, 
“the whole produce, after deducting the outgoings be- 
longing to cultivation, will be the profits of capital, and 
will belong to the owner of such capital, without any 
deduction whatever for rent.” He traces the manner in 
which this condition gives place to another, and rent 
arises. His argument runs as follows: at one time, no 
part of the produce obtained on a certain piece of land 
was paid in rent; for all the produce after the pay- 
ment of the expenses of production went to the person 
who chose to employ his capital in cultivating land, of 
which there was abundance. The land in cultivation is 
equal in fertility, and each portion of capital employed 
produces the same return.* But this cannot always con- 
tinue; and ultimately a certain portion of this produce, 
owing to the inequalities of the fertility of the soil under 
cultivation and the difference in the respective returns, 
will have to be paid for the privilege of holding this par- 
ticular land. Now, I for my part fail to understand, and 
I think I shall not find myself in disagreement with any 
who will turn to the essay, how this argument at all 
obscures the doctrine that true rent cannot form part of 
profits. Of course, it cannot; but Ricardo himself never 
suggests that it does. What he asserts is that a portion 
of produce which at one time and under certain circum- 


* Essay on the Influence of a Low Price of Corn, Works, p. 374, lines 1-16. 
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stances would accrue to one party is under other circum- 
stances paid to another. 

Professor Ingram complains many times that Ricardo 
was not a man of strong social sympathy. In one pas- 
sage, he is even more explicit. He states his regret that 
Ricardo’s works contain no outbursts of feeling such as 
those appearing in the pages of Adam Smith. It is 
rather for Professor Ingram to confirm his statement than 
for me to controvert it. He has made a direct assertion, 
or rather two direct assertions; and one of these, I be- 
lieve, he cannot sustain. Like Professor Ingram, I regard 
the colorless abstract method as one which should be used 
with great caution in economic investigation. Unlike him, 
I do not impute to an author a want of social feeling be- 
cause this feeling is not apparent in a work constructed 
on that method. With the definite statement of Profes- 
sor Ingram, who did not know Ricardo, I will contrast the 
statements of two who did. Joseph Hume said “the 
general interest of the working class was the single object 
he had in view”; and Mr. Huskisson mentioned “his 
evident anxiety to do what he thought right, to seek the 
good of his country, and to pursue no other object.” 

The attacks of others dwindle into insignificance when 
contrasted with the language and methods adopted by the 
late German scholar, Professor Adolf Held. The genu- 
ine air of seventeenth-century criticism breathes through 
his onslaughts. In vigor and in brilliancy of insinuation, 
they approach the epistles against Salmasius. He con- 
jures up a heartless, dishonest, and muddle-headed writer, 
to whose destruction he is vowed. Some brief notice 
is given to the attempted defence of his victim and his 
victim’s methods. But it is brought forward only to be 
swept away with a sentence,— 

Wenn man aber bedeutende Schriftsteller als Erscheinungen im 
Leben der ganzen Zeit und des ganzen Volkes betrachtet, so gilt 
auch von ihren Werken das Wort, “ An ihren Friichten werdet ihr sie 
erkennen.” 
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Guided with this test, he sets out on his task. Ricardo 
is to be known from his works, and, so far as can be 
judged, from these Works as collected and edited by 
McCulloch in 1846. Certainly, Professor Held knows 
him from no other source; and, as I hope to be able to 
show, he exhibits but an unsatisfactory acquaintance with 
these. It may seem doubtful whether even the high 
authority quoted by him justifies a critic in actually ac- 
cusing a writer of interested motives in framing his scien- 
tific theories, because the critic believes that the interest 
of the writer and the direction of the theory may be 
identical. But for himself Professor Held has solved the 
doubt. Ricardo’s teaching, he assures us, “ proceeds sim- 
ply (einfach) from the hatred of the financial capitalist 
against the landed interest.”* “In his whole system, he 
was the defender of the moneyed interest.” The interest 
of capital was the only thing in his mind. That secured, 
it is a matter of indifference whether men live. When 
reading his tracts on money, we are told, “One reflects 
involuntarily that Ricardo was a creditor of the State.” ¢ 
In this last connection, there is an admission: “ In these 
writings, Ricardo appears less conspicuously as the de- 
fender of the interest of a class than in his Principles and 
in the pamphlets on the Corn Trade.” But mark the 
cunning of the admission. He is not sure about Ricardo’s 
integrity even here. His attitude is “less conspicuous.” 
It might be that under this appearance of comparative 
innocence there was some hidden motive. And yet an- 
other disappointment. <A glance at the introduction must 
have shown the critic that Ricardo was a very consider- 
able land-owner himself. In point of fact, his landed 
property was very great indeed; and he did not know 
himself on which side his chief interest lay. The chimera, 
conjured up at so great pains, was threatened, and might 
have failed but for a happy inspiration. True, he tells 
* Zwei Biicher zur socialen Geschichte Englands, pp. 176, 186. 

t Ibid., pp. 186, 195, 199. 
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us, Ricardo was himself a land-owner; but why? The 
champion of historical accuracy tells us he became a 
land-owner because “ he followed the impulse of his race 
in the endeavor to combine with wealth high political and 
social importance.” Can an attack be expected to go 
further ? 

The quotations I have given are, so far as possible, lit- 
eral renderings from the text; and yet, so far as I am 
aware, there is not a particle of foundation for any one of 
the statements. More than that, I do not believe that 
Professor Held had in his possession any evidence to sub- 
stantiate them. Calumny was rife enough in Ricardo’s 
own time, in the hands of Cobbett and in the mouth of 
political opponents ; but it was reserved for a German pro- 
fessor, a laborious student and a high-minded gentleman, 
to consummate their imperfect attempts, and to hurl 
against an author, whose work he disliked, an accusation 
both most monstrous and most untrue. Such is the issue 
in the first attempt to judge an author “ by his works.” 

The next attempt is a little more satisfactory. Profes- 
sor Held endeavors to show that Ricardo is to be blamed 
because his writings cannot be considered a complete 
manual of national economy. Ricardo shows a want of 
regard for the common weal (Gemeinsinn). As he justly 
says, much more is needed than Ricardo offers. This is 
true ; but, before anathematizing Ricardo for “his most 
cynical representation of the State and society,” * it would 
have been just to consider whether Ricardo imagined that 
he was giving such a representation. Is it judging by 
his works to neglect the Preface to the Principles, and 
to remark, with naive indifference, that “not only what 
Ricardo says is significant (interessant), but also what he 
does not say”? Whatever others may have claimed 


*Zwei Biicher, p. 195. 

t Ibid., p. 191. ‘* Er spricht niemals von anderen Interessen als Individuen, 
niemals von der Nothwendigkeit, dem Staate und héheren Ideen etwas zu 
opfern.”’ 























RICARDO AND HIS CRITICS 287 


for Ricardo, Ricardo never claimed for himself the posi- 
tion for which Held urges his unfitness. For once, the 
critic is in agreement with his author. The Preface to 
the Principles is most explicit on two points. In the 
first place, Ricardo was applying himself to the problem 
of distribution, which, he says, had been treated by others 
but imperfectly, because the nature of rent had not been 
understood; in the second place, he states that his own 
treatment, even if it be found to be correct, will need 
much fuller development. So far as we know, the view 
which Ricardo held as to the incomplete nature of his 
book was held also by his immediate circle of friends. 
Grote, at any rate, distinctly avows it. Before Ricardo is 
reprobated for having assumed a lofty seat, it is necessary 
to show that he did assume it. This Professor Held has 
not done. 

The next attempt is to show that Ricardo was a man 
without any feelings of human sympathy (Mangel an 
Humanitét). In this connection we meet, as might be ex- 
pected, many references to das eherne Gesetz, which it 
seems to have been the particular delight of many Ger- 
man authors to attribute to Ricardo, and to Ricardo solely. 
But Professor Held admits that the recognition of a vari- 
able standard of comfort is incompatible with the view he 
takes of Ricardo; and, as he is unable to overlook the very 
obvious language in which it is spoken of in the Prin- 
ciples, he presents us with a dilemma. Either the sug- 
gestion of variability is not made in good earnest (ernst 
gemeint) or, if it is, we must be prepared to throw over the 
eherne Gesetz. Professor Held does not have to make the 
choice of alternatives; for, from his subsequent language, 
it is clear that he does not believe that Ricardo made the 
suggestion in good earnest, while at the same time he 
regards the law as in great part fictitious. But he ad- 
duces other instances of this lack of humanity. Like Pro- 
fessor Ingram, he quotes the passage in Chapter XXVI.; 
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unlike him, he does not forget to remark that it was writ- 
ten as a criticism on a particular passage in Adam Smith. 
He does worse, however: after stating that this instance 
shows the difference between the two economists in the 
clearest light, he makes no reference to the following par- 
agraph of Ricardo’s : — 

It is not on the grounds of any supposed advantage accruing from 
a large population, or of the happiness that may be enjoyed by a 
greater number of human beings, that Adam Smith supports the pref- 
erence of that employment of capital which gives motion to the great- 
est quantity of industry, but expressly on the ground of its increasing 
the power of the country; for he says that “the riches and, so far as 
power depends on riches, the power of every country must always be 
in proportion to the value of its annual produce, the fund from which 
all taxes must ultimately be paid.” It must, however, be obvious 
that the power of paying taxes is in proportion to the net, and not in 
proportion to the gross, revenue. 


Here, however, Professor Held is not alone in his mis- 
understanding. Ricardo was misunderstood by Say. 
But I must confess that I am at a loss to conceive how 
any one could continue to make the mistake in the face 
of the note inserted in the later edition: — 

M. Say has totally misunderstood me in supposing that I have 
considered as nothing the happiness of so many human beings. I 


think the text sufficiently shows that I was confining my remarks 
to the particular grounds on which Adam Smith had rested it.* 


Lastly, Ricardo is equally unable to please Professor 
Held with regard to his two doctrines of rent and 
wages. In continuance of the discussion of Ricardo’s 
personal interests, we are told that the law of rent is 
placed before us in his particular way, in order that the 
land-owner may appear unpopular (wnbeliebt). In sup- 
port of this assertion, the chief passages are quoted 
wherein Ricardo exhibits the tendency of rent to increase 
with new difficulties of production. In other places we 
find somewhat similar statements. Ricardo insinuates, 


* Principles, p. 211. 
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so we are told, that landed property is not compatible 
with natural justice.* It is true, Professor Held adds, 
that this is not explicitly stated; but, as others made the 
deduction, he considers Ricardo responsible. Ricardo’s 
actual aim was to show that it would be justifiable (mit 
Recht) to take away the incomes of the land-owners. 
From this it would be natural to infer that Ricardo would 
have been favorable to a heavy taxation of rents. But this 
was not the case. Adam Smith considered ground rents 
as peculiarly fit subjects for taxation: whereas Ricardo 
remarks, “It would surely be very unjust to tax exclu- 
sively the revenue of any particular class of the commu- 
nity.” + This statement of opinion is, however, ignored 
or distrusted by our critic. At the conclusion of his 
most bitter passage, when the reader naturally expects 
some definite scientific criticism of Ricardo’s actual the- 
ory, he comes to a paragraph in which Professor Held 
contents himself with saying that “this is not the place 
to show that in the whole exposition there lay a limited 
(beschrdnkte) truth.” ¢ 

The case is much the same when the wages theory is 
dealt with. Whatever Ricardo says is, in the eyes of 
his critic, wrong. The iron law of wages, by which the 
laborers are represented as living on an irreducible and 
terrible minimum, is attributed to Ricardo, and branded 
as inhuman. But, when the variable standard of com- 
fort has to be spoken of, it is said that the acceptance 
of such a modification would overthrow the wages theory, 
and deprive it of all meaning. It overthrows something 
else as .well,— Professor Held’s theory about Ricardo. 
Once mentioned, therefore, it is left alone. A great deal 
is said about the eherne Gesetz, but nothing more about 
the variable standard. 

These instances must suffice. There are others that 


*For this and following, Zwei Biicher, pp. 184, 185. 
t Principles, p. 121. t Zwei Biicher, p. 185. 
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might be quoted; but they would but serve to illustrate 
the same tendency, and to show the limitations under 
which Professor Held allowed himself to judge Ricardo 
“according to his works.” Nothing can be more fanciful, 
indeed, than the truly remarkable argument whereby 
Professor Held strives to show that Ricardo’s theory of 
remuneration was suggested to him by the conception 
of natural right; nothing more painful to the serious 
student than the concluding passage, in which the boast 
is made that in the foregoing pages the key to the true 
understanding of Ricardo is contained. To one who has 
studied Ricardo, and admires Held’s great historical 
labors in the service of economics, it is difficult to con- 
clude without repeating in a saddened tone the latter’s 
own quotation, “ Difficile est satiram non scribere.” 


E. C. K. GONNER. 


UNIVERSITY COLLEGE, LIVERPOOL. 
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THE SILVER SITUATION IN THE UNITED 


STATES. 


Tue legislation under which our silver dollars are 
coined is without precedent. The act of February 28, 1878, 
requires the Secretary of the Treasury to purchase every 
month not less than two million dollars’ worth nor more 
than four million dollars’ worth of silver bullion, and to 
coin this bullion into silver dollars, which are legal tender 
without limit. No experiment of this precise kind had 
ever before been tried. France and Germany presented 
conspicuous examples of the circulation side by side with 
gold of large quantities of overvalued silver; but this 
silver was a remnant left over from an earlier period, 
when in Germany it had been practically the sole metal- 
lic money, and in France had been undervalued rather 
than overvalued. There was no basis of experience from 
which to predict the effects of the regular injection into 
the currency of a country of an overvalued coin, limited 
in quantity, yet unlimited in its legal tender character. 
On the familiar reasoning of what the Germans call the 
Quantitdts-Theorie, the problem was indeed easy to work 
out: other things remaining the same, each dose of silver 
money would push out of the country the same quantity 
of gold, and this process would continue until all the gold 
was gone. So long as any gold money was left in the 
country, the gold and silver would circulate side by side ; 
thereafter, silver would be the basis of the monetary 
system, prices would accommodate themselves to the quan- 
tity and ultimately to the cost of silver money, and gold 
would be a commodity like any other. But, in fact, other 
things have not remained the same; and, moreover, the 
experience we have had up to the present shows that, 
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even if they had remained the same, the problem would 
not have worked itself out with the simplicity and regu- 
larity which the usual treatment of the theory of money 
in economic treatises would have led us to expect. What 
has been its actual history I propose to examine in the 
present paper. Some of the facts to which the discussion 
will lead are by no means of an out-of-the-way kind, and the 
reader’s patience will be taxed by the presentation of some 
familiar matter; but it may be of service to put on record 
some full account of this anomalous experiment, so far as 
it has yet proceeded. 

The main facts in the story are shown on the appended 
chart. The line which there is most important is the un- 
broken one representing the amount of silver money, 
whether in the form of coin or of certificates, in the hands 
of the public. When the act of 1878 was passed, it seems 
to have been expected that the actual silver dollar would 
go into circulation without difficulty. This, at least, may 
be inferred from the provision of the act of 1878 which 
authorizes the issue of silver certificates in denominations 
only of ten dollars and more. In fact, however, the 
quantity of dollars which the community would absorb 
reached an early and stubborn limit, as is shown by the 
lowest line on the chart; and the silver certificate has 
been the form in which mainly the currency of the country 
has been affected. The difference is one of form only. 
The certificates, although not, like the dollars themselves, 
a legal tender, are receivable for all public dues, customs 
included ; they pass from hand to hand at least as readily 
as the broad pieces which they represent; and, together 
with the dollars, they constitute what may be called the 
silver currency. 

The unbroken line on the chart, then, represents the 
amount of this silver currency in actual circulation. The 
dotted line above it indicates the total coinage of silver 
dollars, which increases by regular increments of some- 
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thing more than two millions of dollars a month.* The 
gap between the two indicates what we may call the 
dead silver: the dollars coined, and lying in the treasury 
vaults, but not injected into the circulating medium; dol- 
lars which affect the community only in that the purchase 
of the silver for their coinage absorbs so much of the 
public revenue. This gap, as a glance at the chart shows, 
is very variable. It was greatest in 1885 and 1886, the 
maximum being reached in July of the latter year, when 
the dead silver was no less than ninety-four millions of 
dollars. It was least in the latter part of 1881, and again 
in the last few months of 1889. The variations show the 
greater or less success with which the silver currency suc- 
ceeded in making its way into the circulating medium of 
the community. By them we may divide its history into 
three periods. The first runs from 1878 to 1884, a period 
on the whole of ready circulation. Then comes a break, 
in 1885 and 1886, when the silver currency contracted, 
and the dead silver accumulated in the treasury,— much 
the most interesting and significant of the three stages. 
Finally, beginning in the latter part of 1886, the volume 
of the silver currency expands, and gains rapidly on the 
total coinage, causing a steady decline in the amount of 
the dead silver. These three stages I propose to describe 
and discuss in the present paper. 

Before proceeding to them, however, a preliminary 
point, suggested by the chart, may be disposed of. There 
is a very distinct increase in the out-go or circulation of 
silver currency in the latter half of every year. Even in 
1885, when the general movement was strongly towards 
a reduction in its volume, there was an increase in the 
closing months of the year. In the first half of every year, 


* The act of 1878 calls for the monthly coinage into dollars of not less than 
two millions’ worth nor more than four millions’ worth of silver. The Secre- 
taries of the Treasury have always kept to the minimum limit. Two millions’ 
worth of silver, however, yields more than two millions of silver dollars: the 
lower the price of silver, the greater the excess. 
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on the other hand, there is either a decline or a distinct 
retardation of the rate of increase. These regular fluct- 
uations are clearly due to what is called “moving the 
crops,” —the flow of currency to the South and West to 
effect the exchanges which accumulate at the time when 
the staple agricultural products pass from the hands of 
producers. This outflow is sometimes followed, as for 
instance in 1882, by a corresponding decline, such as one 
would expect in a community whose circulating medium 
was in a settled condition. But for most years it affects 
not so much the general trend as the rate at which the 
movement, whether upward or downward, proceeds in a 
particular part of the year. Notwithstanding the in- 
crease which the chart shows for the latter part of 1885, 
there is a general downward movement in that year; 
while in 1887, though there is the usual decrease in the 
first month of the year, the movement, on the whole, is 
rapidly upward. 

It is interesting to note that there is a movement of 
a similar sort, but even more regular, in the circulation 
of the dollars themselves. The lower line on the chart, 
showing the amount of these pieces in the hands of the 
public, brings out the fact that they also decrease almost 
invariably in the early parts of the year, and increase as 
regularly towards its close. Their whole movement, in- 
deed, is much more steady than that of the certificates, 
which constitute the flexible part of the silver currency. 

While speaking of these fluctuations, we may digress 
for a moment to consider the general features of the cir- 
culation of the coins alone. The Treasury has made every 
effort to get them out of its hands, going so far as to pay 
the cost of transporting them from the sub-treasuries 
to any point where they may be wanted. The premium 
so offered to persons who have occasion to use money in 
small denominations, and especially to large employers of 
labor, causes considerable quantities of them to be sent 
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for and used; but the great bulk of them return to the 
Treasury almost at once. They accumulate in the tills of 
shop-keepers, then in the vaults of banks, and finally are 
turned into the Treasury in payment of public dues. In 
some parts of the country they meet with a degree of 
favor. They circulate more freely and permanently west 
of the Alleghanies than east of them; and among the 
negroes of the South the big pieces are favorites, and find 
a permanent lodgment. Their greatest circulation was 
reached in 1886; since then the change in the denomina- 
tions of silver certificates, to be discussed later, has caused 
some decline in the amount in use. There seems now to 
be room for a permanent circulation of about sixty mill- 
ions of them. 

One further preliminary remark is needed, on a subject 
familiar enough, but so important for understanding the 
precise mode in which the silver currency circulates that 
the reader will permit me to enter into some detail regard- 
ing it. From the outset, the banks have fought shy of 
the silver currency. They have paid it out first from 
among the active cash coming into their hands; they have 
not held it as reserve. Shortly after the passage of the 
act of 1878, in November of that year, the New York 
Clearing House adopted a rule prohibiting “the payment 
of balances in silver certificates or silver dollars, except 
as subsidiary coin in small sums (say under ten dollars).” * 
In 1882 Congress sought to break up the practice so 
established by inserting in the act for extending the cor- 
porate existence of the national banks a proviso that no 


*These rules are printed in the Comptroller’s report, in Report on the 
Finances for 1878, p. 169. It is there stated that the Boston banks adopted 
the same rules; but the practice of the Boston banks did not become settled 
until after the events of 1885, to which reference is made below, at p. 305. 

The usage of the banks in the West varies from that of the Eastern 
banks. Philadelphia follows the example of New York and Boston in the 
refusal to use silver currency. But in Chicago, St. Louis, Kansas City, and 
Denver, silver certificates, and bank notes as well, pass between banks as 
freely as any form of currency, though in fact no large amounts are used. 





























296 QUARTERLY JOURNAL OF ECONOMICS 





national bank should be a member of a clearing-house in 
which silver certificates were not receivable in payment 
of balances. The rule of November, 1878, was thereupon 
dropped by the New York banks; but their practice 
remained unchanged. Congress can compel a national 
bank to receive silver certificates, but cannot compel it to 
tender them; and the banks have by tacit consent refused 
to make the tender. The banks do not “boycott” the 
silver currency, as it has sometimes been put; they re- 
ceive silver certificates on deposit; but they pay them out 
to the general public as fast as they are received. If the 
certificates accumulating on their hands are not carried 
off by the calls for cash from persons presenting checks, 
the excess is got rid of in another way. Silver certifi- 
cates, as the reader need hardly be reminded, are receiv- 
able for all public dues, import duties included. When 
they begin to accumulate in the banks, they are paid 
over to customers who have payments to make to the 
government, and by them are turned into the Treasury. 
Indeed, silver certificates of large denominations, which 
could not in any event find their way into the hands of 
the general public, come back to the Treasury with a 
rapidity which at first nonplussed the officers in charge of 
its operations. The first purchases of silver bullion were 
made in the months immediately after 1878, by checks 
drawn by the Director of the Mint, payable in silver dol- 
lars. The purchases were made chiefly at San Francisco, 
where the payees drew silver certificates of large denomi- 
nations: these were at once sent to New York, and within 
ten days found their way back into the Treasury through 
the New York custom-house. Had the revenues collected 
by the government at San Francisco been larger, they 
would probably have been turned in there within forty- 
eight hours. There has been at no time any appreciable 
amount of certificates of large denominations in the hands 
of the public, and the million or two which the Treasurer 
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reports to be out at any given date are almost all simply 
in transit to the Treasury.* The final result of the whole 
process has been that the silver currency has entered only 
into retail transactions,— into what we may call the large 
change of the community. It has practically not affected 
banking transactions at all, and so has not affected by 
far the largest and most effective part of the circulat- 
ing medium of the country. But this is a subject to 
which we shall recur. It is enough at this point to make 
it clear that all the silver currency in circulation has 
been actually in the hands of the public, carrying on the 
exchanges of every-day life; and, whenever the demand for 
it in such transactions has not absorbed the supply, the 
excess has worked its way back into the Treasury, via the 
banks, in payment of public dues. 

We may now proceed to discuss the first of the three 
periods into which we have divided the history of the 
silver currency, the period from 1878 to 1884. The first 
silver dollars were coined in March, 1878, and in the 
course of that month 190,000 of them went into circula- 
tion, while 810,000 remained in the Treasury. Something 
like this proportion was maintained through 1878 and the 
first half of 1879: not more than one-fifth of the coins 
made their way into the hands of the public. During 
these first fifteen months the circulation of silver certifi- 

*See the Report of the Treasurer for 1879, Finance Report, p. 350., Up to 
June, 1879, there had been issued 7,843,000 of certificates of $1,000, of which 
$6,683,000 had been redeemed. 

At the close of the fiscal year 1889 there were outstanding nearly $263,000,- 


000 of silver certificates. Of these there were, in denominations of over $20, 
the following amounts : — 


QOMG wc ce cv ances vv so « SE mom. 

100.00 ed ee ee ee sa 

a ee oe ee a ee 35 ” 
ee ee ee ee eee ee ee ee 23 : 


‘* Outstanding ’’ here means issued by the Treasury, and includes certificates 
held by the Treasury against itself; and the chances are that, even of this 
small amount of large certificates, a good part was held by the Treasury in 
its cash. 
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cates was insignificant. The dead silver, therefore, ac- 
cumulated rapidly. At the end of June, 1879, out of a 
total coinage of thirty-six millions, the Treasury had in its 
vaults, unrepresented by certificates in circulation, no less 
than twenty-eight millions. This was not for lack of 
effort to get certificates out. As we have seen, the pay- 
ments for silver bullion, made chiefly at San Francisco, 
were effected by silver certificates; but the certificates 
were sert at once to New York, and there turned in to the 
government in payment of customs dues. 

About the middle of 1879, however, a slight upward 
movement began, both in the circulation of dollars and of 
certificates. Towards the end of 1880, as the chart indi- 
cates, this movement attained large dimensions. The 
amount of silver certificates in circulation increased with 
a bound, rising from less than eight millions in August to 
more than thirty-six millions in December, and leaving 
only a narrow margin of dead silver in the Treasury. In 
the first half of 1881 there was a check to the increase; 
but in the second half of that year the upward movement 
was resumed. By the end of December, 1881, the silver 
certificates in the hands of the public amounted to over 
sixty-two millions, and the circulation of dollars and cer- 
tificates combined was within seven millions of the total 
amount coined. 

Some explanation of this sudden and extraordinary 
change is to be found in a new measure adopted by the 
Treasury Department for the purpose of pushing the 
silver into circulation. In September, 1880, the Treasury 
issued a circular by which, in exchange for deposits of 
gold coin with the assistant treasurer in New York, drafts 
were offered on the sub-treasuries in the South and West, 
payable in silver certificates. In other words, the Treas- 
ury undertook to save the expense of the transportation 
of cash to all persons who had occasion to remit to the 
South and West. The bait took: large amounts of cer- 
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tificates were paid out, in exchange for deposits in New 
York, by the sub-treasuries at New Orleans, St. Louis, 
Chicago, Cincinnati.* The payments, as we might expect, 
were almost entirely in certificates of the two smallest 
denominations then allowed by law,—for ten and twenty 
dollars. 

It is obvious that a device such as the Treasury resorted 
to in 1880 would have had no effect on the movement of 
silver currency out of the public vaults if the demand for 
cash to be shipped westward had not caused exchange in 
New York on the West to be at a premium. The condi- 
tions of the time led to such a demand, and it was inevi- 
table that there should be in some form or other a west- 
ward movement of cash. Had there been no silver cur- 
rency, there would certainly have been an inflow of gold 
from abroad even greater than in fact took place. It is 
not necessary to do more than recall to the reader’s mind 
the salient events of these unusual years, which concurred 
so luckily to assure the success of the resumption of specie 
payments, and to make possible the absorption of the 
silver currency. The crops from 1878 to 1882 were abun- 
dant, even after making allowance for the comparatively 
lean year 1881; the crops in Europe were meagre; our 
exports suddenly swelled, and large quantities of gold 
flowed in during the fiscal years 1880 and 1881. The 
long period of depression which began with the crisis of 
1873 was likely to have been followed in any case by a 
renewal of activity, and the turn in foreign trade con- 
tributed not a little to stimulate the general revival. In 
all directions new operations were begun, and old ones 
pushed on a larger scale. The building of railroads and 


*See the Report of the Treasurer for 1881, in the Report of the Finances, 
p. 430. Between October 15, 1882, and March 2, 1883, this practice was sus- 
pended, and it was finally discontinued in January, 1885. By far the largest 
part of the silver certificates issued under it were paid out by the sub-treasuries 
of St. Louis and New Orleans,—a clear indication of the region from which 
the demand for money came. 
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the production of iron, both supposed to be barometers 
of trade, advanced with extraordinary steps. Most sig- 
nificant of all, bank loans and deposits swelled rapidly ; 
the reserve of lawful money after 1880 remained nearly 
stationary ;* the national bank circulation rose, and 
reached its highest point in the latter part of 1882. 

All this activity meant a greater use of money in pay- 
ing wages, in the retail transactions of every-day life, in 
“moving the crops.” The rapid growth of population, 
especially in the West and South, would have made way 
in any case for a greater demand for what we may call 
large change. The conditions under which national bank 
notes could be issued were already becoming so unprom- 
ising that no considerable increase in their quantity could 
take place; and the silver currency consequently found 
a ready and permanent circulation. The Treasurer of the 
United States, in his report for 1881, thought himself jus- 
tified in saying that their issue “averted what might have 
proved to be a serious public inconvenience”; which is 

*For convenient reference, some significant figures as to bank operations 


are here given for the whole period from 1878 to 1889. The figures (except for 
the last column) indicate millions : — 











| 

Proportion 

Total deposits | Total specie | Reserve held | of reserve 

| in all national} and lawful | by banks of | to deposits 

| banks. money held. New York. | in New York. 

Oct. 11,1878. . . 679 127.7 | 50.9 
1879. . . 769 138.1 53.1 
1880... 968 172.5 | 70.6 
1081... | 1,112 172.6 62.5 
1882... 1,119 | 174.8 64.4 
1883... 1,168 188.4 | 70.8 
1884... 1,099 | 219.8 90.8 
1885... 1,248 263.5 115.7 
1886... 1,301 | 225.1 | 77.0 
MBF. 2 | 1,388 | 245.0 80.1 
1888... 1,543 268.2 96.4 
1889... 1,655 263.0 84.9 








The reader will note the rise in deposits, and the stationary reserve, in 1880-83. 
The slackening of the growth of deposits in 1884-85 and the marked accumula- 
tion of cash at that time will be considered later, when we come to the second 
phase of the silver situation. 
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true enough, if it be granted that a still larger importa- 
tion of gold, and a permeation of our circulation by that 
metal, could have been a source of inconvenience. 

These general conditions were little changed through 
the years 1882 and 1883. There was no such decided 
swing in business operations as there had been in the two 
years preceding; but some advance continued. The 
volume of bank loans and deposits, as shown by the Comp- 
troller’s reports on the national banks, steadily increased, 
though at a slackening rate, until the close of 18838. 
While the conditions thus continued favorable for an in- 
crease in the amount of large change,— to use once more 
the phrase which seems to hit the place occupied by the 
silver currency,—the decline in the circulation of national 
bank notes, which began after the maximum had been 
reached in the early part of 1882, contributed still more 
to make way for a growth in the volume of silver circu- 
lating in the community. Accordingly, while there was 
some check in 1882 to the upward movement of outstand- 
ing silver, that movement was resumed in 1883; and on 
the whole, for the three years 1881, 1882, and 1883, the 
silver currency was absorbed by the public as fast as the 
dollars were coined at the mint. 

But the signs of a general reaction, such as all experi- 
ence would lead us to regard as inevitable, showed them- 
selves with the beginning of 1884. The extraordinary 
failures of the Marine National Bank and of the firm of 
Grant & Ward took place in May, 1884, and were followed 
by other bank suspensions, by the failures of various pri- 
vate bankers and brokers, and the break-down of large 
railway enterprises, notably of the West Shore Railroad. 
While there was no acute crisis like that of 1878, all the 
signs of a period of depression showed themselves. ‘The 
building of railroads almost ceased; the production of 
iron fell off; bank loans and deposits declined. With this 
general break-down, the circulation of the silver currency 
entered on its second and most instructive phase. 
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As the chart indicates, the beginning of 1884 showed 
some decline in the amount of silver dollars and certifi- 
cates held by the public. This was followed in the 
autumn months by the usual increase; but in the early 
part of 1885 there was a sharp decline. No appreciable 
growth took place in the autumn months of 1885, at the 
time when a growth was most likely to take place; and 
the little that was gained was lost again in the first half 
of 1886. On the whole, the silver currency in the hands 
of the public remained stationary from the beginning of 
1884 till the middle of 1886. Under these conditions the 
regular coinage of silver dollars necessarily caused dead 
silver to accumulate in the Treasury ; and in July of 1886 
the dead silver reached its maximum, nearly ninety-four 
millions of dollars. 

The explanation of the stationary volume of the silver 
currency is obvious enough. With the general standstill 
or decline in business activity, the occasions for the use of 
money for transfer from hand to hand ceased to grow, 
even became less. The bank deposits, which form the 
currency for wholesale transactions, shrank appreciably ; 
the currency of retail and consumer’s transactions re- 
sponded. In the first month or two, after the acute symp- 
toms of the spring of 1884, there was the usual disposition 
of some depositors to make things sure by drawing money 
from the banks; but when the first uneasiness was past, 
and confidence in the banking institutions had again be- 
come firm, the unused cash of the public accumulated in 
the vaults of the banks. The reserves of the banks grew 
while their deposits declined, and what is called a pleth- 
ora of money continued through the year 1885.* As 
the other forms of cash accumulated in the vaults of the 


*See the tables given at pp. 300, 304. The rise in deposits which is there 
shown to have taken place by October, 1885, does not fairly indicate what was 
the situation during that year: through the greater part of 1885, deposits and 
loans were at a comparatively low ebb. 
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banks, so the silver certificates accumulated in the vaults 
of the government. 

The situation of the Treasury under these circum- 
stances may fairly be said to have been critical. As early 
as the beginning of 1884, some disposition was shown to 
get up a “gold scare.” The possibility of the suspension 
of gold payments by the Treasury was, no doubt, much 
exaggerated; but the situation was certainly not free 
from danger. With the depression in trade, the receipts 
of the government, especially from customs, diminished. 
The silver certificates became redundant in the hands of 
the public: they found their way into the Treasury. The 
proportion of public dues paid in them increased, and the 
receipts in gold grew correspondingly smaller. During 
1882 and 1883, gold and gold certificates had formed 
between seventy and eighty per cent. of the customs 
receipts in New York City. Beginning with 1884, the 
proportion sank, and for the fiscal year 1884-85 the pro- 
portion was under thirty-five per cent.* The payments 
out of the Treasury remained substantially the same. 
The result was, as the chart shows, that the net gold 
holdings of the Treasury fell from over 150 millions in the 
beginning of 1884 to less than 116 millions at the close 
of May, 1885,— the smallest reserve since the resumption 
of specie payments. In the early part of 1884, there was 
a heavy exportation of gold, which, however, seems to 


*The receipts from customs at New York were made up as follows : — 














Gold coin Silver coin 

} an an United States 

| certificates. | certificates. notes, 

| 
First six months of 1883... . 75.8% 17.8% 6.4% 
Second * “ UB . 2 et 77.5 16.8 5.7 
First vid “ lec 6 oe eo | 59.8 27.9 12.3 
Second “ ee Oe « 6 6 oe | 34.7 34.9 | 30.4 
First - “ ies 6 6 36.0 36.6 27.4 
Second “ “ 1005 2. ww es | 55.3 14.6 30.1 
First of S ** 1886 . 28.2 12.5 59.3 
Second “ “ “ 1886 . 47.3 11.6 41.1 
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have come, not from the Treasury, but from the bank 
holdings. Fortunately, the turn of foreign trade in 1885 
was not such as to cause an outflow of specie. Had it 
been so, the strain might easily have been more than the 
Treasury could bear. The feeling of uneasiness as to the 
possibility of the Treasury not being able to maintain its 
policy of paying gold to any creditor of the government 
who chose to demand that metal, is reflected in the pages 
of Professor Laughlin’s History of Bimetallism, published 
in the course of 1885; and it is shown in a more practical 
way by the striking increase in the holdings of gold by 
the banks during 1884 and 1885. As money flowed into 
the banks, not only the silver certificates, but the legal 
tenders were turned into the government; while their 
total holdings of gold increased from 110 millions in June, 
1884, to nearly 180 millions in July of the following 
year.* 

The policy of the Treasury Department during this 
period was simple and sound. After the death of Secre- 
tary Folger in September, 1884, Mr. Gresham was put in 
charge of the Treasury, but was sucfeeded in a month by 


*The reports of the Comptroller of the Currency state the holdings of 
specie (which is practically all gold) and of legal tenders by all the national 
banks, at the dates stated below ; to which I have added, from the weekly 
statements in the Financial Chronicle, the holdings by the New York banks at 
the same dates : — 








All national banks. Banks of New York. 
Specie. o_ tenders. Specie. Legal tenders. 

1884March7 . . | 122.1 | 75.8 71.9 29.7 

April2t .. 114.7 | 77.7 58.2 28.1 

June20 .. 109.7 | 76.9 51.3 28.8 

Sept.30 .. 128.6 | 77.0 73.8 30.4 

Dec.20 .. 139.7 | 76.4 86.8 37.7 

1885 Marchi10. . 167.1 | 71.0 103.8 32.0 

May6é... 177.4 77.3 113.0 32.7 

Julyt... 177.6 79.7 113.9 3.6 
ree 174.9 | 69.7 107.1 
Dec. 24... | 165.4 | 67.6 91.0 
1886 Marchi . . 171.6 67.0 89.7 





Jume3... | 157.5 79.6 66.5 
| 64.0 68.6 25 
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Mr. McCullochy who remained in office till March of the 
following year, when the new administration brought Mr. 
Manning into the office. Both Mr. McCulloch and Mr. 
Manning refrained from pushing silver certificates into cir- 
culation where they were not wanted; paid out silver cur- 
rency wherever it promised to stay out; ceased to pay out 
funds for the redemption of bonds; and endeavored to 
strengthen the reserve of gold. As to the silver certifi- 
cates, the policy of the Treasury is shown by the turn of 
events in Boston during the early part of the summer. 
Silver certificates there became so redundant that hardly 
any other form of cash was to be had; and, when a turn 
in the balance of payments caused a need of remittances 
to New York, for which the tacit understanding of the 
banks made silver unavailable, exchange on New York 
went up to a dollar a thousand, though the express 
charge for carrying cash is only fifty cents. The Bos- 
ton banks thereupon appealed to the Secretary of the 
Treasury to cease paying out silver certificates at the 
Boston sub-treasury. Their request was granted; and a 
repetition of the embarrassment was thereby warded off. 
On the other hand, an effort was made by the Treasury 
to get out silver dollars. In June, 1885, the issue of 
legal-tender notes of small denominations was stopped, 
in the hope of bringing about a larger use of the coined 
dollar. Some success attended this effort; for in the 
second half of 1885, when the circulation of silver certifi- 
cates was declining, that of silver dollars increased by 
ten millions. The gain, made chiefly in the South, was, 
so far as it went, a welcome relief to the Treasury. 

Much more important as a means of tiding over the 
period of danger was the cessation of debt redemption. 
It will be remembered that in 1885 there were still out- 
standing redeemable three per cents. issued under the act 
of 1882. The process of calling in these bonds, which had 
begun immediately on their issue, and had gone on con- 
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tinuously until late in 1884, ceased with the bond call of 
September of that year. From that date until December, 
1885, a period of more than a year, no bonds were called, 
and the interest-bearing public debt remained stationary.* 
In other words, the surplus revenue of the government, 
instead of finding its usual vent in the redemption of 
bonds, was devoted to increasing the dead silver in the 
Treasury vault. Every month two millions were spent in 
buying silver bullion and coining it into dollars, which 
were stowed away in the Treasury vaults out of harm’s 
way. In addition, large quantities of silver certificates 
were received in payment of public dues, and then allowed 
to lie idle in the Treasury. In August, 1885, there were 
nearly forty-three millions of silver certificates in the 
Treasury, the largest holding since the passage of the act 
of 1878. The result of this cautious policy was to retire 
the redundant silver certificates: as this was accomplished, 
less of them were turned in to the Treasury in payment of 
public dues; more gold flowed in, and the government’s 
gold reserve rose. 

Further aid came from the willingness of the New York 
banks to support the Treasury. In July of 1885, when 
the gold reserve was at its lowest, the banks of New York, 
through the clearing-house, turned over to the Treasury 
$5,915,000 of gold, in exchange for fractional silver.t 

* This does not appear in the annual reports of the Secretary of the Treas- 
ury, which run for the fiscal years ending June 30. Bonds were called in the 
first half of the fiscal year 1884-85, and in the second half of 1885-86, so that 
the report for each year states a decline in the bonded debt. But the 13ist 
call for bonds matured on November 1, 1884; the 132d, on February 1, 1886. 


Between those dates the three per cents. outstanding remained stationary, 
at 194.2 millions. 


t The correspondence relating to this transaction is printed in the report 
made by Secretary Manning in March, 1886, in answer to an inquiry from the 
House of Representatives. House Executive Documents, 49th Congress, 1st 
session (1885-86), vol. 30, No. 100. At the end of October, 1885, when the 
Treasury gold had risen to $142,000,000, the banks asked for a return of part 
of their gold, and were told by Acting-Secretary Fairchild they could have the 
whole of it. 
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The transaction was called an “exchange”: it was to all 
intents and purposes a loan. The banks moreover ex- 
pressed their willingness to lend more, if more should be 
needed. The avowed object was to enable the Treasury 
to maintain gold payments until the meeting of Congress 
in December, when legislation for stopping the silver 
issues seems to have been expected. 

The alarm which this anomalous transaction indicates, 
if not entirely groundless, was probably exaggerated. 
The silver certificates had by this time been so far taken 
in and put out of harm’s way that the Treasury receipts 
of gold were rising. Moreover, some revival of activity 
set in during the second half of 1885, and the receipts 
from imports and other sources showed a gain. On the 
other hand, it is true that the net gold in the Treasury 
was only 120 millions at the end of June, and that con- 
siderable payments on interest account were due in July, 
and might, with other payments, lead to some drain of 
gold.* The Treasury was getting near that limit of one 
hundred millions of gold which has been construed to be 
a reserve set apart for the redemption of the United States 
notes.—| The government is nowadays in the situation of 
an issuer of convertible money; the money whose con- 
vertibility into gold it guarantees including the silver 
currency as well as the United States notes. It would 
undoubtedly be possible to maintain at par with gold this 


*It must be remembered that, ever since the decline in the national bank 
circulation, the Treasury has regularly been liable for the redemption of notes 
of banks which have surrendered bonds. Some remarks on this feature of the 
situation are made later, at p. 310. In the middle of 1885, bank notes were 
coming in, largely for permanent retirement, at the rate of about ten millions 
a month. 

tIn the act of 1882, for extending the corporate existence of national 
banks, there was a section on gold certificates in which occurs the provision 
‘that the Secretary of the Treasury shall suspend the issue of such gold certifi- 
cates [authorized on deposits of gold coin] whenever the amount of gold coin 
and bullion in the Treasury reserved for the redemption of United States notes 
falls below one hundred millions of dollars.” 
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large but limited mass with a less reserve than the Treas- 
ury had in 1885. So much we may conclude on general 
principles; and the recent experience of Holland gives a 
striking confirmation of the conclusion.* But the limit 
to which such a process can be carried depends in some 
degree on the confidence felt by the business community. 
Whether there was, at the period now under consideration, 
such an unsettled state of feeling as to render at all likely 
a presentation of United States notes for redemption, it is 
not easy to say. The tone of the press was not encourag- 
ing; some uneasiness certainly was felt; the Treasury 
officers themselves clearly had fears. If the limit of one 
hundred millions of gold was reached, the Secretary might 
think it his duty to refuse to pay out gold except for the 
redemption of legal tenders; but this could not fail to 
bring a rush of these obligations for conversion. What- 
ever the exact legal effect of that proviso as to the hun- 
dred millions, the policy of making sure that the question 
should not be put to a test was certainly wise. 

It is obvious that the Treasury could pursue with suc- 
cess the gerieral policy just described only because its in- 
come exceeded its expenditure. In the eighteen months 
between the beginning of 1885 and the middle of 1886, 
the government received over twenty-six millions in silver 
certificates which it did not reissue; paid out, in addition, 
some thirty-six millions for silver bullion, which was coined 
into silver dollars, and in that form stowed away in the 
Treasury vaults; and materially increased its net holdings 
of gold. ‘These enormous sums of course represent an ex- 
cess of income over outgo. Notwithstanding the decline 
in its receipts as compared with earlier years, the govern- 
ment still had a surplus so large as to enable it to hoard 
sixty millions of silver currency, and to add twenty-five 

*See the paper of Professor Greven in this Journal, vol. ii. p. 79. 


t See, for example, the file of the Financial Chronicle, which steadily repre- 
sented the situation to be full of danger. 
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millions to its holdings of gold, before it resumed, in the 
beginning of 1886, the repayment of the public debt. In 
the financial history of any other country such a surplus 
would be considered a rare piece of good luck. We have 
had it so regularly that we do not fairly realize what risks 
it enables us to run without coming to grief. Had there 
been no surplus in 1885, it is difficult to see how the 
Treasury could have failed to trench heavily on the fund 
of a hundred millions of gold which is held as a reserve 
against the greenbacks; and such a step in all probability 
would have compelled the suspension of gold payments. 

To return once more to our chart: In the middle of 
1886 a sharp upward movement takes place in the volume 
of silver currency held by the public, and in the amount 
of gold held by the Treasury. The turn marks the begin- 
ning of the third stage in the silver business. In that 
stage the situation has been greatly modified by the issue 
of silver certificates of very small denominations, and by 
the sharp decline in the bank-note circulation,— two factors 
which go far to explain the extraordinary increase in the 
circulation of the silver currency. * Toa 

The decline in the circulation of the national bank notes 
presents a set of questions different from those here dis- 
cussed, and it may suffice for the present purpose to refer 
briefly to the bare facts. After the revival of activity in 
1880, the amount of bank notes in circulation increased, 
with little interruption, until the close of 1882. With the 
year 1883, the steady redemption of three per cents. and the 
high price of other bonds caused a contraction which has 
continued without interruption to the present time. The 
figures in the note tell the story plainly enough.* 


* National bank notes outstanding (in millions of dollars) : — 


Gross Net 
(total outstanding). (less lawful money deposited). 
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A word may be said as to the exact mode in which the 
contraction of the note issue has been brought about. 
The provisions of the national banking acts permit a bank 
which wishes to retire its circulation to deposit in the 
Treasury lawful money to the amount of its notes out- 
standing, and thereupon to receive the bonds held as secur- 
ity for the notes. The liability of the bank for the notes 
thereupon ceases, the government assuming the obligation 
to pay them. The notes, however, may remain in general 
circulation for some time after the bank has done with 
them, and, in fact, are likely to come in for redemption 
only so fast as dirt and wear render them unfit for use. 
The Treasury, meanwhile, does not hold the lawful money 
left in its hands by the banks as a special deposit, but 
treats it as part of its general quick assets. The effects 
of this process have been, on the one hand that the govern- 
ment’s nominal holdings of cash have been considerably 
swelled, and on the other hand that the bank notes out- 
standing have diminished less fast than the banks have 
given up their circulation. Looking at the gross circu- 
lation only, which represents the notes actually passing 
from hand to hand in the community, we find a diminu- 
tion of a round hundred million of dollars between 1886 
and 1889. It is hardly necessary to remind the reader 
that our bank notes have always been made up mainly of 
the smaller denominations,—a result inevitable from the 
preponderating use of deposits as the currency of large 
transactions. The bulk of the notes has been in denom- 
inations of five, ten, and twenty dollars. With their dis- 
appearance, a void has been made in the large change of 
the public, in which the silver certificates have been 
readily absorbed. 

The increase in the circulation of silver currency has 
been still further aided by the legislation of 1886 on the 
denominations in which certificates could be issued. The 
act of 1878 had provided for the issue of certificates in de- 
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nominations of not less than ten dollars; and, as we have 
seen, the circulation was almost exclusively of the ten 
and twenty dollar certificates. In the general appropria- 
tion act of 1886, a rider was inserted in the appropriation 
for the Bureau of Engraving, authorizing the printing of 
certificates of one, two, and five dollars.* We have al- 
ready seen that the Secretary of the Treasury made an 
endeavor — even before this change was authorized — to 
promote the circulation of the silver dollars, first by cut- 
ting down the number of legal-tender notes of small de- 
nominations, finally by ceasing to print them altogether. 
During the fiscal year 1885-1886, no legal tenders of 
one and two dollars were issued; and the regular process 
of redeeming worn and dirty notes caused a sharp decline 
in the number of these notes outstanding. Some effect of 
this measure is to be seen in the increase in the circula- 
tion of silver dollars after the middle of 1885. But the 
main effect was to check the return of the worn notes: 
they continued to circulate in large numbers after having 
become unfit for use, while the public nevertheless expe- 
rienced some inconvenience from the scarcity of change. 
Under these circumstances, the small silver certificates, 
of which the issue began immediately after Congress au- 
thorized them, were rapidly, almost eagerly, absorbed by 
the public. In the autumn months of 1886, the certifi- 
cates for one, two, and five dollars, were issued as fast as 
they could be printed. 

As it happened, the revival of business activity became 
more pronounced at this same time, and there was room 
for a general expansion of the retail currency of the com- 
munity. Since 1886, the volume of silver currency has 
gained almost steadily on the total coinage of the dollars ; 
and, since the beginning of 1889, practically all of the 
dollars coined have been in circulation, chiefly, of course, 
in the form of certificates. The increase, it need hardly 


* Statutes at Large, vol. xxiv. p. 227; June 30, 1886, 
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be said, has been mainly in the certificates for one, two, 
and five dollars. These small certificates have taken the 
place of small United States notes; while the decline of 
the bank-note circulation has made way for the additional 
amount of larger United States notes issued in place of 
the small ones retired. Withal, there has been a not in- 
considerable growth in the aggregate amount of the large 
change of the community. The net results are shown in 
the following figures, which summarize the changes be- 
tween 1886 and 1889.* 


[Figures indicate millions of dollars.) 


$1 $2 $5 $10 $20 Total. 
1886. 
(June 30) United States notes, . 17.6 18.2 85.6 66.6 55.1 243.1 
Pct; . . ME geese scce “ast snes /aeee 
Silver certificates, sj wece csoe coos FRB 4S CES 


(Oct. 31) Bank notes, ... 4 2 82.8 99.38 70.9 253.6 


Total, . .. . 72.1 18.4 168.4 216.2 170.9 646.0 


1889. 
(June 30) United States notes,. 3.7 3.3 58.3 86.6 93.4 245.3 
Ds ¢ 6 WEEE «esc <eos <cee ccoo Oe 
Silver certificates, . 27.9 20.2 85.6 87.4 35.1 256.2 
(Oct. 31) Bank notes, . .. .4 2 656.6 65.1 49.1 171.4 


Total, . . . . 86.3 28.7 200.5 239.1 177.6 727.2 


It will be seen that there has been a considerable in- 
crease in the total amount of this currency. The increase 


* The reports of the Comptroller of the Currency state the amounts of the 
various denominations of bank notes outstanding for October 31 of each year; 
the Treasurer’s reports give similar statements, as to legal tenders and silver 
certificates, for the end of each fiscal year, June 30. It should be noted that 
silver certificates ‘‘ outstanding’’ here include certificates which have been 
paid into the Treasury, and are held by the Treasury against itself; to this 
extent the figures do not indicate certificates held by the community. In 
recent years, the Treasury cash has included very few of the smaller certifi- 
cates, and indeed not many certificates of any kind. On the other hand, the 
Treasury held in June, 1886, nearly twenty-eight millions of certificates, in 
which are doubtless included a considerable number of the ten and twenty 
dollar pieces counted in the text as in circulation. The real increase in the 
large change of the community has therefore been greater than the figures 
indicate. 
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was divided between the different denominations as fol- 
lows : — 


Increase in $1 pieces, 14.2 millions, 
“ 2 “cc 5.3 “ 
“ 5 “cc 32.1 “ 
“ 10 ‘< 22.9 “ 
“ 20 ‘“ 6.7 “ 


Total increase, 1889 over 1886, 81.2 millions. 


The history has been brought to date: we may pass to 
some conclusions as to the general situation. In the first 
place, it is clear that the silver currency has not directly 
affected the most important part of the machinery of 
exchange,— bank deposits and bank clearings. Bank 
checks and the deposits on which they rest are the cur- 
rency of large transactions; it is on them that the tone of 
business transactions depends; and no general effect on 
prices will take place which is not reflected in their ex- 
pansion. The practice of the banks has prevented the 
silver currency from affecting this central part of their 
operations. It is conceivable, indeed, that the silver cur- 
rency might have pushed some gold and legal tenders out 
of retail transactions, and caused them to accumulate as 
reserves in the banks, thereby stimulating the expansion 
of discounts and of deposits. We need not here stop to 
consider the vexed and difficult question how far the 
operations of banks under such circumstances can cause 
a general rise of prices, because the usual signs of an 
expansion of this sort, active speculation, rising prices, 
general buoyancy, and apparent prosperity among the 
managers of business, have been wanting. The increase 
in deposits as currency seems to have simply kept pace 
with the normal and steady growth of the transactions of 
the community. Hitherto, therefore, no real inflation has 
resulted from the addition of the silver currency to our 
circulating medium. 

Next, we may inquire how far there is room for a still 
further increase in our large change. The figures just 
given show that we have now something over seven hun- 
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dred millions of dollars of silver and paper pieces in de- 
nominations of twenty dollars and less. Perhaps some 
deductions should be made for legal tenders of the smaller 
denominations steadily kept in the reserves of the banks; 
and some addition should be made for the gold in general 
circulation. Outside the Pacific Coast, however, gold ap- 
pears rarely, if at all, in every-day transactions, and no 
great allowance need be made for it. Eight hundred mill- 
ions is an estimate probably near enough to the truth, of the 
present volume of money in denominations between one 
and twenty dollars. For a population of more than sixty 
millions, this would give about thirteen dollars a head. 
The occasion for the use of money of this kind increases 
in some sort in proportion to the growth of population. 
With an increase of population at the rate of more than a 
million a year, a regular addition of fifteen or twenty mill- 
ions annually might be made to our large change, without 
its accumulating in the banks or returning to the Treasury. 
A very similar result is reached, in the rough, if we make 
the calculation by another method. In 1878 the money 
in denominations of twenty dollars and less amounted to 
about five hundred millions; or, making an allowance for 
gold on the Pacific coast, five hundred and fifty millions. 
In the eleven years since that date, we have added about 
two hundred and fifty millions, or at the rate of about 
twenty millions a year. In other words, so much silver 
currency could be issued by the government, over and 
above what might be issued in substitution for bank notes 
or legal tenders retired, and pushed into channels where, 
so far as the maintenance of the gold standard is con- 
cerned, it would be comparatively harmless. The reader 
need not be reminded how uncertain a calculation this 
is, nor how dangerous it is to make predictions in eco- 
nomics; but the figures may stand, as indicating roughly 
to what extent the silver currency can be increased with- 
out causing greater disturbance than it has caused hitherto. 
At all events, a very great increase in the regular issue 
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of silver would probably alter the situation materially. If 
the monthly purchase for coinage be increased from two to 
four millions a month, more than fifty millions a year of 
silver currency must find their way into circulation to 
keep the Treasury whole. On the plan suggested by 
Secretary Windom, some sixty or seventy millions would 
be added. The bill in which Secretary Windom presented 
the details of his proposal, provides that the certificates to 
be issued shall be received for all public dues, shall be 
available as reserve for national banks, redeemable at the 
government’s option in gold, or silver bullion of the 
market value, and redeemable at the holder’s option in 
silver bullion of the market value or in silver dollars 
for their face amount. So long as the government was 
willing and able to redeem them in gold, their issue would 
be precisely like that of the same amount of the present 
certificates. If, indeed, the government were to find itself 
in the course of time unable to maintain redemption in 
gold, the ultimate effects would be different from those 
of increasing the silver currency on the present plan, and 
would present some curious and complex problems. But, 
at the outset, these certificates would be in all important 
respects like those now in circulation. It is very unlikely 
that so complicated a scheme will ever reach the stage of 
enactment; but it indicates an optimistic feeling, bred of 
the experiences of the last three years, as to the amount 
of silver currency which ‘can be issued without incurring 
danger. If steps be taken at the same time to check the 
decline in the note issues of the national banks, and if the 
quantity of legal tenders remains unchanged, so large an 
increase as Mr. Windom proposes would almost surely 
prove unmanageable. But what Congress will do with the 
bank notes and legal tenders it is of course impossible to 
say ; and therefore the situation, sufficiently complex in 
any case, is quite beyond the economist’s powers of pre- 


diction. 
F. W. Tavssia. 











NOTES AND MEMORANDA. 


ProFEessor Erwin Nass, of the University of Bonn, died 
early in January of this year, leaving a gap not easily filled in 
the ranks of German scholars. He was perhaps better known 
as a writer on history than on economics; but on either sub- 
ject his work was always thorough, sober, and attractively 
presented. As an economist, he had drifted somewhat apart 
from his fellows in Germany proper. He kept more to the 
classic point of view, and never joined without reservation the 
dominant school of the socialists of the chair. His death puts 
an end to the partnership between Professor Adolf Wagner 
and himself for the great Lehrbuch of political economy, of 
which the former’s Grundlegung and Finanzwissenschafst 
have been published, and of which Professor Nasse had under- 
taken the parts on industry, trade, and agriculture. We are 
informed by Professor Wagner that he has not yet succeeded 
in replacing his former colleague. 

Professor Wagner himself is now at work on a revised 
edition of the second volume of the Finanzwissenschaft. One 
instalment of the new edition (Gebiwhrenlehre) has already 
been published: the remainder (allgemeine Steuerlehre) will 
appear before summer. Thereafter he proposes to begin on 
the fourth volume of the work on finance, in which particular 
taxes and public debts will be treated. He intends still to 
reserve for himself, in the whole scheme of the Zehrbuch, a 
volume on theory, which will form the second part of the 
Grundlegung, and a volume on exchange,—money, credit, 
banking, transportation. 


Mr. R. P. Turan, of Washington, has prepared, from the 
books and papers in the archives of the War Department, 
a documentary history of the Treasury of the Confederate 
States, the publication of which would place before the stu- 
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dent of history and economics a mass of invaluable material. 
Mr. Thian’s history would fill in print ten octavo volumes of 
seven hundred pages each: its publication would therefore 
be too large an undertaking to permit a publishing house to 
attempt it for profit, and an effort is being made to induce 
Congress to make an appropriation for printing it. General 
E. D. Townsend, formerly Adjutant-General, at whose sugges- 
tion the work was originally undertaken, has strongly recom- 
mended its publication by the government; and Secretary 
Endicott heartily seconded the recommendation. 

The collection includes extracts from the journals of the 
Confederate Congresses on matters relating to finance and 
commerce ; the text of all laws, public and secret, on these 
subjects; the reports of the Confederate Secretary of the 
Treasury, including special communications to the President 
and to Congress; the correspondence of the Treasury Depart- 
ment with domestic and foreign agents; extracts from the 
newspapers, and a great quantity of miscellaneous papers. 
An appendix gives a history of the Note Bureau of the Con- 
federate Treasury. Certainly, these contents give better 
warrant for expenditure by the government than a great 
part of the matter which its printing-office is now in the 
habit of putting forth. 


Messrs. D. C. Heata & Co. will publish shortly an Eng- 
lish translation of Professor Gide’s Economie Politique, with 
an introduction by Mr. James Bonar. Professor Gide’s text- 
book will be known to our readers: it is a moderate and eclec- 
tic restatement of principles, reflecting the influence in France 
of the present movement for a general revision of economic 
theory. 


Tue January issue of the Bulletin de Statistique contains 
the text of the latest addition to the long list of measures for 
regulating the labor of women and children,— the act passed 
in Belgium on December 13, 1889. The main provisions of 
the Belgian law, like those of other countries, bear the marks 
of reference to English example and experience. The indus- 
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tries to which the restrictions apply are mines, factories, “ es- 
tablishments classed as dangerous or unhealthy,” docks and 
stations, and transportation by land or water. The employ- 
ment of children of less than twelve is absolutely forbidden. 
That of children between twelve and sixteen (corresponding 
to the “young persons” of English statutes), and of women 
between sixteen and twenty-one, is subject to certain restric- 
tions. These two classes are put for three years from the 
date of the act under the protection of the royal government, 
which is given power to regulate their hours of work. But 
it is prescribed that they may not work more than twelve 
hours a day, with periods of rest amounting in all to at least 
an hour and a half; and that after the beginning of 1892 
they may not work earlier than five in the morning nor 
later than nine in the evening. After the same date, the 
labor of women under twenty-one is forbidden in the under- 
ground work of mines. In all occupations affected by the 
law, no woman may be employed during the four weeks after 
confinement. 

For carrying out these provisions, the young persons and 
young women are required to carry (doivent étre porteurs) 
certificates from the authorities of their place of domicile or 
residence, stating the date of birth, name of parents and other 
facts; and employers are required to keep a record, in which 
these facts are again entered. Inspectors are provided, having 
authority to enter establishments and to inspect the certificates 
and the employers’ records. The penalty on employers for 
violation of the act is a fine of from 26 to 100 francs for each 
person illegally employed, but of not more than 1,000 francs 
on any one conviction, the fines to double if the offence is 
repeated within the year. Parents and guardians are liable 
to a fine of from 1 to 25 francs for requiring or permitting 
their children or wards to work in violation of the terms of 
the act. 


A pEcIsIon of interest to economists has lately been reached 
in the English courts, in the case of The Mogul Steamship Co. 
vs. McGregor. The plaintiffs owned a line of steamers run- 
ning from Australia to London, stopping at Chinese ports. The 
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defendants were a number of steamship lines, including the 
Peninsular and Oriental, the Glen, and other companies, who 
were endeavoring to oust the Mogul Company from the Chinese 
trade, and especially from the carriage of the tea shipments. 
To this end, the defendants formed a combination, and agreed 
to give a rebate of five per cent. to all shippers who gave their 
freight exclusively to combination vessels, refusing it to all 
who made any shipments by other vesssels. The Mogul Com- 
pany sought admittance to the combination, but was rejected, 
notwithstanding a threat to “smash rates.” Its vessels were 
thereupon sent to China as usual. The combination vessels 
were also sent, the agents of the combination in China being 
instructed to provide abundant tonnage whenever a Mogul 
steamer appeared. A fierce war of rates ensued, and freight 
charges went down one-half. The Mogul people then brought 
suit against the members of the combination, asking an injunc- 
tion and damages. 

The decision was in favor of the defendants. Lord Coler- 
idge held there was no cause of action, and his decision was 
affirmed by the Court of Appeal.* Lord Esher dissented on 
appeal, believing the plaintiffs to be entitled to damages to 
the amount of the difference between the freight rates which 
they accepted and the rates they would have obtained “with- 
out other interference than a legal, fair competition.” Lord 
Esher, indeed, thought the agreement of 1885 an indictable 
conspiracy. But the other judges, while admitting it to be 
clearly void, did not think it criminally punishable. The de- 
cision was reached after the usual discussion of precedents and 
established law; but it was obviously affected by the consid- 
erations of public policy which at bottom underlie the whole 
common law on combinations. 

Justice Fry summed up his view of the law by saying: — 


I know no limits to the right of competition in the defendants,—I 
mean no limits in law. I am not speaking of morals or good manners. 
To draw a line between fair and unfair competition, between what is 
reasonable and unreasonable, passes the power of the courts. Competi- 
tion exists when two or more persons seek to possess or to enjoy the 
same thing: it follows that the success of one must be the failure of 


* Reported in Law Reports, 23 Queen's Bench Division, 598. 
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another, and no principle of law enables us to interfere with or to 
moderate that success or that failure, so long as it is due to mere com- 
petition. I say mere competition, for I do not doubt that it is unlawful 
and actionable for one man to interfere with another’s trade by fraud or 
misrepresentation, or by molesting his customers or those who would be 
his customers, whether by physical obstruction or moral intimidation. 


THE GERMAN ACT AGAINST SOCIALISM. 


The special act of October 21, 1878, against the organized 
social democracy (gegen die gemeingefahrlichen Bestrebungen 
der Sozialdemokratie), which by its terms was to expire on 
March 31, 1881, was renewed four times for short periods. A 
bill for making it permanent was rejected in the Reichstag on 
January 25, 1890. The general election for the Reichstag has 
since taken place, and the parties supporting the act and the 
government bill have been signally defeated. By its terms 
the act lapses on September 30, 1890. Even in the absence 
of legislation for renewing it, the government would still have 
at command many provisions of the general laws, aimed 
especially at crimes which are largely the outcome of social- 
istic agitation. Several sections of the penal code and the 
press law of 1874 are in point. But, although the socialists 
were not forgotten in shaping these laws, there is a vast differ- 
ence between general laws, which can only be enforced with 
the aid of the courts, and the act of 1878, which, as its title 
implies, has no application except to a particular political 
party, and in its important features is entirely beyond the 
jurisdiction of the courts. The general laws punish crime in 
individual cases. This special act deals with men in the mass, 
and aims to check a great movement before it has led to 
actual crime. 

Organized socialism has been an active force in Germany 
since Lassalle organized his “ Universal German Labor Party” 
in 1862. But during the first few years of the new empire 
dangers from without, and the Catholic question within, pre- 
vented the government from dealing with the growing agita- 
tion. By 1877, social democracy had a very perfect organiza- 
tion. It had a central organ with 12,000 subscribers, and a 
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paid corps of agitators. The attempt of Hoedel, a disowned 
social democrat, on the life of the Emperor, on May 11, 1878, 
was ascribed to the socialist agitation. Within about a week, 
the Bundesrath brought in a bill for “protection against the 
excesses of the social democracy.” This very brief, vague, 
and stringent bill asked that power be given to the Bundes- 
rath to suppress all societies and publications “which tend to 
further the cause of the social democracy.” It was to remain 
in force for three years. Every prohibition was to be reported 
immediately to the Reichstag, which could annul it. Without 
having been referred to a committee, the bill was lost after a 
debate of two days. The social democratic members entered 
a formal protest against the attempt to make political capital 
out of Hoedel’s crime before the responsibility for it had been 
fixed by his trial, and refused to take any part in the debate. 
The day the bill was lost, the. Reichstag was dissolved, and 
the country appealed to against the socialists. Within a 
week after the loss of the bill in the Reichstag, a second at- 
tempt was made on the life of the Emperor by Nobiling, a 
social democrat.* 

The new Reichstag spent all of its first session, from Sep- 
tember 9 to October 19, 1878, on the new bill against the 
socialists. This bill, a much more elaborate affair than the 
previous one, after many amendments, chiefly in the direction 
of greater clearness, finally became the act now under consid- 
eration. By far the most important amendment was that by 
which the act was made to lapse after a specified time. The 
Reichstag in all recent debates has always insisted on this limi- 
tation as a means of control over the administration of the 
law. 

By the first section, “societies whose aim is the overthrow of 
the existing political and social system, through social, demo- 
cratic, socialistic, or communistic efforts, shall be prohibited. 
The same applies to societies in which social, democratic, 
socialistic, or communistic movements come to light in a man- 
ner dangerous to the public peace, and especially when they 
are dangerous to the harmony between different classes of the 
population. Associations of every kind are included with 


*¥For the result of the election, see the figures in the table appended. 
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societies.” * Organizations for trade, co-operation, charity, 
may be prohibited or continued under the control of the 
state. The collection of money for purposes described in the 
first section is prohibited. The eleventh section is a repetition 
of the first, except that it applies to printed matter of all 
kinds instead of to societies. These are the chief prohibitions, 
except those of section 28, which will be described presently. 
The police power as organized by each state is empowered to 
issue these prohibitions, which hold good for the whole em- 
pire. The only means of defence given against a prohibition 
is a petition to the next higher administrative authority, or, 
in specified cases, to a committee of nine members appointed 
by the Bundesrath, with a chairman appointed by the Em- 
peror. Of these nine, four are members of the Bundesrath, 
and five are judges of a superior court. The committee for 
any particular case may consist of any five of the above; but 
at least three must be judges. The act expressly provides 
that the committee shall not proceed or decide as a court of 
law, but shall act according to its unhampered judgment. 

The penalties for violating prohibitions under the act are, 
in general, fines varying from 150 to 1,000 marks, or imprison- 
ment of from one month to a year. In only one case, that of 
the conviction of officers of a society which had previously 
been prohibited, is imprisonment without the alternative of 
fine prescribed. As additional penalties, the permission to 
carry on certain specified occupations may be taken away, and 
the person convicted may be expelled from any given district. 

Section 28 deserves special mention. It allows the central 
administrative authority of any state to declare any part of 
the state in a condition that soon came to be designated as 
“minor siege.” Under it meetings of all kinds may be pro- 
hibited, or held only under conditions prescribed by the police. 
Dealing in printed matter in public places may be prohibited, 
persons supposed to be dangerous may be expelled, the right 
to possess or deal in arms prohibited. This state of siege is 
common in the large cities, especially Leipsic, Hamburg, and 
Berlin ; it has become permanent in Berlin. Notice of each 

*Only the Imperial Chancellor can prohibit foreign societies and publica- 
tions. 
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declaration of siege must be given to the Reichstag, but the 
Reichstag has in no case protested. Unfortunately, there are 
no statistics on the administration of this section, except as to 
convictions for violating police orders under it. But it is 
obvious that the citizen is entirely at the mercy of the local 
police, from whose decision there is no appeal to any court. 

The government, from the first move for this legislation, 
took the position that the evil was a peculiar one, wholly be- 
yond the reach of ordinary law, and that nothing short of 
almost absolute power in the hands of the police would suffice 
to eradicate it. The ministers therefore objected not only to 
making the committee of appeal in any sense an administra- 
tive body, but also to putting on it persons with judicial train- 
ing, on the ground that the judicial mind is too slow and 
cautious, even when not bound by law, and that a timid or 
doubtful administration of this act would be worse than none 
at all. The act was passed on the express ground that the 
social democrats, by their platform, had renounced the very 
foundations on which the state rests, and therefore had no 
right to plead for equality before the law.* Everybody in the 
Reichstag, except the social democratic members, agreed that 
legislation of some sort was necessary ; but the opposition pro- 
tested against the injustice and the danger of placing any 
party or set of men outside the pale of ordinary law. They 
advocated, therefore, a strengthening of the penal code and 
the general law in regard to societies and the press. At the 
same time, the opposition, and especially the socialist mem- 
bers, warned the government that the act would increase 
socialism, which is an intellectual movement, not to be killed 
by law. On every renewal of the debate, the opposition have 
repeated this view, and affirmed that experience under the act 
has shown them to be in the right. To this the government 
has replied that it was not expected to kill socialism by this 
legislation alone, but only to suppress its worst manifestations 
and to hold it in check until the passage of measures for so 
improving the condition of the laborers as to cause socialism 
to disappear. Special stress was laid on this statement in 


* Professor Gneist made the clearest statement of this theory on May 24, 1878. 
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the latest debate on the act. English-speaking persons do 
not generally appreciate how close is the connection between 
the repressive measures and that other great mass of legisla- 
tion which they call “state socialism” and the Germans call 
“ social legislation.” 

The appended table will give some indications as to the 
manner in which the act has been administered. The govern- 
ment calls it an energetic and loyal administration: the oppo- 
sition describes it as “cruel, arbitrary, vexatious, unjust.” 
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a. Attempts on the life of the Emperor. 

b. After a dissolution on the Septennat. At this time was formed the 
union of the Conservative, Free Conservative, and National Liberal parties 
under what is known as the Cartel. This Cartel party has uniformly sup- 
ported the government measures, until the last session, when the National 
Liberals refused to vote for the expulsion clause of the anti-socialist bill. 
Nevertheless, the Cartel was renewed for the elections just closed, but on 
express condition that the anti-socialist question should be left open. It is 
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not strange that a refusal to discuss the burning question of the hour should 
have led to so signal a defeat for the Cartel. 

ec. Including the prohibitions of single numbers as well as the permanent 
prohibitions of periodicals. 

d, Note how large the number of prohibitions is in years of election. 

e. Earlier and later figures not to be had. 

J. This was the final vote. The test vote was on the refusal to adopt 
the expulsion clause. On the final vote, the Conservatives and Free Con- 
servatives voted against the whole bill, preferring to go before the country 
rather than vote for the bill without that clause. 


Joun H. Gray. 


NEW BOOKS UPON PUBLIC FINANCE. 


The student of public finance is now well supplied with 
guides. Although Cossa’s Primi Elementi di Scienza delle 
Finanze, translated by White under the title of Taxation, 
and H. C. Adams’s Public Debts are about the only spe- 
cific finance literature in English, we have in French the 
stately volumes of Leroy-Beaulieu, and in German the well- 
known treatises of Wagner, Stein, Roscher, Schaeffle, and 
Sax, as well as the third volume of Schénberg’s Handbuch der 
politischen Oekonomie, in some respects the best of them all. 
There are, besides, two or three excellent Italian works. 

To all this literature, Professor Gustav Cohn, of Géttingen, 
now adds his Finanzwissenschaft.* As if a work on this 
theme must be dry, the author, in the graceful dedication of 
his volume to the venerable Professor Hanssen, remarks jo- 
cosely, “It is hard on you to find upon your birthday table 
part of a system of political economy; but, in a long life, one 
learns to endure a great deal.” Cohn need not, however, 
depreciate his book. It will be welcome, for a place was 
awaiting it. The work has all the peculiarities of Volume I. 
(the Grundlegung) in Cohn’s System, presented to the public 
in 1885. It contains no dreams or mere theories. As the title 
implies, it is a “reading book for students” rather than a 
repository of solvents for outstanding financial problems. It 
is thoroughly permeated with good sense in general, and in 


* System der Nationaloek je, Ein Lesebuch fiir Studirende. Zweiter 
Band. Finanzwissenschaft. Stuttgart: Enke. 1889. pp. 804. 
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particular with a sound historical sense. Very valuable and 
wonderfully various and recondite historical and statistical 
material characterizes and enriches it everywhere. With Eng- 
lish and Swiss taxation, the author seems as familiar as with 
German and French. American taxation is not referred to. 
The matter of this sort is woven into the general discussion in 
the most masterly and helpful manner. The substance of its 
doctrine is perhaps less novel than the originality of form in 
the discussion might lead the reader to suppose; but we know 
of no book—in point of method this is Cohn’s chief excel- 
lence — where historical and statistical references are so deftly 
worked into theoretical discussion. In this, Cohn is superior 
to Roscher, in whose writings one is sometimes tempted to 
suspect that a paragraph has been invented expressly to re- 
ceive the contents of the last wallet of scraps which the author 
has filled from some out-of-the-way alcove. 

Cohn’s work has grown up from class-room use, and in 
places it shows too plainly the results of this. Here and there 
occur illustrations and digressions which might have been 
omitted without detriment to the work in its present form. 
They had their value for oral presentation, but are hardly nec- 
essary in print. The treatment is less marked than Wagner’s 
by crisp, sharp definitions. Cohn depends more on description 
and general discussion to bring out his thought. Copious ref- 
erences are made to all the good literature upon finance, most 
often to Wagner, Stein, Schaeffle, Leroy-Beaulieu, and to arti- 
cles in the Zeitschrift fir die gesammte Staatswissenschaft. 

Besides the introduction, which treats the position of Pub- 
lic Finance in the system of political economy and its histori- 
cal development, there are four books: on the nature of public 
economy, taxes, German tax legislation at present, and public 
credit. In Book I., whose seven chapters present the nature 
of the state, the nature and historical evolution of its func- 
tions, minor and half-public centres of finance control, public 
financial needs and their supply, we find little which has not 
been said nearly or quite as well by Cohn’s predecessors. 
Book IV. goes over the same ground as Adams’s Public Debts, 
and offers no marked improvement upon that discussion. The 
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most valuable part of Cohn’s work for students out of Ger- 
many is Book III., which gives the best account known to 
the present writer of the system of taxation now in use in the 
German Empire. 

But, if the principal value of the volume, at least for 
Americans, is in Book IV., the main interest of it centres in 
Book II., where the author sets forth his own doctrine of tax- 
ation. There are here five chapters. The first handles the 
question of Justice in Taxation. The conflict between the 
two principles which theorists have hitherto placed in oppo- 
sition — the one of taxation according to the amount of pro- 
tection which the individual’s person and property receive, as 
in case of an insurance policy, the other of taxation accord- 
ing to ability to pay —is not to be solved (the author says) 
by decision for either. A given citizen must pay such tax as 
it is best for the state on the whole and in the long run that 
he should pay. If I am taxed to build a new road, it is no 
just ground of complaint that I expect never to travel that 
road. It is enough that the state needs it, and that my weal 
is dependent on the state. This maxim, which is a corollary of 
the state solidarity doctrine, may be indefinite; but it is not 
misleading, as must be any dogma of taxation based upon bald 
individualism. Iolding such a view, Cohn naturally prefers a 
progressive to a proportional tax. He thinks Leroy-Beaulieu 
illogical in at once condemning a progressive tax (the usual 
attitude of French writers) and denying that a tax is of the 
nature of an insurance premium. “In spite of all theories, 
the actual state, at least for the last three centuries, is forever 
irreconcilable either with the premium idea of taxation or 
with that of taxation in proportion to income [or property].” 
Cohn exposes the common error of supposing the progressive 
income tax of any modern state to effect undue easement of the 
poor, since the burden which they escape in this way is more 
than replaced by indirect taxes upon the necessaries of life. If 
this is true, and it certainly is, then in the United States, 
where we have no income tax, indirect taxation cannot but 
rest upon the lower classes with a most unjust weight. On 
the other hand, Cohn argues strongly against the total ex- 
emption from taxation even of what is called the “ existence 
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minimum.” Amid the present rising power of democracy, it 
would be, he thinks, both unjust and dangerous. 

The second chapter of Book II. is upon The Thing to be 
Taxed. Here the author distinguishes weil between the ob- 
ject which is taxed and the real source of the tax, and be- 
tween real and nominal property taxes. Idle wealth should 
be heavily taxed, and so should all property owned for mere 
speculative ends,— land held for a rise of price, for instance. 
Property dona fide meant to be productive, but temporarily 
not so, should not be specially burdened. In a discussion of 
“repercussion,” it is shown how often this fails and why, 
and under what circumstances it may take place. 

In Chapter III. is described the modern tendency to sim- 
plicity in tax systems, after which comes a succinct and excel- 
lent historical view of the origin of each main form of tax. 
This is better than anything of the kind elsewhere. Specially 
noteworthy is the history here given of monopolies and of 
postal systems. Cohn’s argument against a single-tax system 
is much weaker than it might have been made. No particular 
tax can possibly be levied save with injustice here and there, 
weighting this man too heavily, the next too lightly. A single- 
tax system exaggerates every such unfairness to the utmost; 
while, by striking many things, a tax tends to offset losses by 
gains. Cohn does not, we think, duly urge this. Nor does he 
lay the stress it deserves on the importance of elasticity in a 
nation’s revenue. Any tax can, on occasion, be reduced ; but 
few are the taxes which can be suddenly and safely raised, 
producing no shock. Liquor taxes answer this requirement. 
So do income taxes, to which Great Britain has so often re- 
sorted in emergencies.* 

Chapter IV. gives Cohn’s attempt at a systematic view of 
the various sorts of taxes. He divides them, following Wag- 
ner closely, into (1) taxes on production, (2) taxes on posses- 
sion, and (3) taxes on consumption. Taxes on production are 
divided, again, into subject taxes, of which the poll tax is the 

* Not, however, in the most recent case. Mr. Goschen’s budget of April, 
1889, introduced instead a succession tax on estates of over £10,000. This depart- 
ure, made on the strength of Goschen’s criticism upon the old method, occurred 


too recently for the author to note it in this edition. It may modify in a second 
his praise of the income tax as the most perfect “ buffer” tax. 
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simplest type; object taxes, such as taxes on corporations; 
and taxes on exchange and transportation. The distinction 
between subject and object taxes is relative, not absolute. 
There are various degrees of subjectivity. In the income tax, 
which is one of the so-called subject taxes, the object of taxa- 
tion begins to come into view. Under object taxes, the au- 
thor gives most space to the taxation of corporations, without 
solving, however, any of the grave difficulties which gather 
about this topic. In connection with taxes on exchange, ex- 
cellent remarks are made on the policy of raising revenue 
from gains got by luck or chance — what Wagner calls Kon- 
junkturgewinne —and just distinctions drawn between win- 
nings from mere chance and the regular increment (unearned) 
to land and other values. 

Looking over the whole of this chapter, and of the next 
one, which contains valuable matter on its subject,— Tax Ad- 
ministration,— we find a lack, at once puzzling and painful, 
of definite conclusions. Perhaps Cohn believes that the time 
has not come for opinions as positive as Wagner is in the habit 
of expressing. The negative and, relatively speaking, merely 
descriptive character of so many of his discussions may mark 
Cohn as careful and scientific; but it will repel not a few 
readers, especially those familiar with Wagner and Stein. 
Cohn is less of a jurist than Wagner, less devoted to economic 
history than Roscher, less of a general publicist than Stein, 
less versed in the practical working of finance than Leroy- 
Beaulieu; but he unites all four qualities better than any of 
these. 

Another new work* upon finance is before us, of which we 
have less to say. The author is Ugo Mazzola, professor in the 
University of Pavia, Italy, who has given us one of the 
brightest, deepest, and most original among the numerous 
writings on economics which Italy has produced in recent 
years. In strict originality and analytic power, it surpasses 
Cohn. In saying this, however, we are bound to remember 
that the two works are wholly different in nature. Mazzola 


*Ugo Mazzola, I Dati Scientificit della Finanza Pubblica. Rome: Loescher. 
1890. pp. 217. 
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does not attempt, in the ordinary sense, a treatise upon 
finance, but proposes “to determine the scientific foundation 
of financial economics, and to state with exactness the general 
characteristics of public finance as a social phenomenon.” 
His work offers itself as, in a way, a commentary to any and 
every book upon finance, carefully analyzing the fundamental 
presuppositions and conceptions of the science, with sharp 
criticism of sundry vicious methods and assumptions. There 
are nine chapters and an appendix. Chapter I. is upon scien- 
tific procedure in general; and its thirteen pages contain, one 
might say, the essence of J. S. Mill’s Logic, clearly and hap- 
pily expressed. Nowhere else have we seen the theme treated 
at once so succinctly and so successfully. Chapter II. deals 
in the same way with scientific method in economics. Chap- 
ter III., on the Functions of the State, amounts to a brief 
philosophy of that subject, in which the author excellently 
points out the weakness of the individualistic theory. The 
fourth chapter discusses Public Needs, the fifth Public Prop- 
erty. The sixth and seventh examine a variety of financial 
doctrines. The author criticises, with more or less judgment, 
yet not without some pedantry, nearly every one of the great 
writers in this field. Chapter VIII. has for its subject Public 
Utility, Chapter IX. the Law of Price in Case of Public 
Properties. The work, as a whole, deserves very high praise. 
Every student of finance or of general economics, who wishes 
to think clearly, will find it serviceable. 

Slightly older than the above, more useful for early study, 
is Marzano’s Compend.* As a sketch of the science of finance, 
connected, well written, and sufficiently full for a first view, 
it is the best single treatise within the present writer’s knowl- 
edge. <A beginner in this department of study, having read 
Cossa’s Taxation or Alois Bischof’s Katechismus der Finanz- 
wissenschayt (Leipzig, 1885), would find Marzano profitable as 
his next resort. From him, being now ready for a real com- 
prehension of the subject, he could proceed to Schénberg’s 
third volume. Thence, to enrich his view by fresh and large 
exposition, joined with abundant historical application, he 


*Francesco Marzano, Compendio di Scienza delle Finanze. Turin. Second 
edition. 1887. pp. 360. 
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might well pass to Cohn. He could then advance to Roscher, 
Wagner, Stein, Leroy-Beaulieu, little matter in what order, 
save that Leroy-Beaulieu should not be read, as we have 
placed him, last. 

E. Bensamin ANDREWS. 
Brown UNIversity, March, 1890, 


MACVANE'S POLITICAL ECONOMY.* 


It has perhaps never been so difficult to write a good text- 
book on Political Economy as in our own time. A text-book 
is supposed to present clear and certain truths in a few words, 
and in such manner that they shall be easily understood by 
an unprepared beginner. It is expected to analyze with a 
sure hand the numberless complicated phenomena which every- 
day life presents, and the numberless difficult trains of thought 
which serve to explain them, and to present all as matters of 
course. But where shall we find nowadays a stock of un- 
doubted, clear, and simple truths? 

Classic political economy had erected a system of which at 
least the writers of the time believed that it solved clearly and 
definitively all the important problems of the science.. In the 
centre of that system stood a theory of value of which John 
Stuart Mill could say that it was left neither to him nor to 
any future writer to clear it up further. With that theory of 
value there were connected theories as to wages, interest, 
rent, money, credit, which equally were presented as clear 
and undoubted truths. 

Since that time breaches have been made in the classic 
structure from two sides, On the one hand, by the writers of 
the historical school, whose success, at least negatively, has 
been considerable. They have succeeded in shattering the 
belief in the classic teaching. Less considerable hitherto have 
been their positive results, especially in the region of theory 

* The Working Principles of Political Economy: A Book for Beginners. By 


S. M. Macvane, McLean Professor of History in Harvard University. New York: 
Effingham Maynard & Co. 8vo. pp. 392. 
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itself. The historical writers throw doubt on the older solu- 
tions of theoretical problems, but they have not as yet been 
able to substitute new solutions: perhaps, as their friends say, 
because they have been at work too short a time; perhaps, as 
others, including the writer of these lines, believe, because 
some general problems cannot in their nature be solved on 
the method advocated by the historical writers. At all 
events, the fruits of historical investigation are not as yet so 
ripe that with them alone a system of political economy can 
be erected. Meanwhile, not only the opponents, but the ad- 
vocates of abstract investigation have made a breach in the 
classic structure. The theory of value to which Mill alluded 
with so much satisfaction, and which formed the foundation 
of the structure, is to-day rejected by a large school of ab- 
stract thinkers. In its place the theory of final utility is 
taught, set up almost simultaneously by Jevons in England 
and by certain theoretic writers of the Continent, which since 
has gained adherents with extraordinary rapidity. With this 
change in the foundation, the structure above it must neces- 
sarily take different shape; and, in fact, these theoretic writers 
are to-day at work in the attempt to remodel the whole of it. 
But as yet they are only at work. What they present is at 
the moment neither sufficiently complete nor sufficiently clear 
to fit readily into the brief mould of a text-book. I am led, 
therefore, to repeat the obstinate question which presents itself 
to any one who attempts a text-book: Where shall we find 
to-day that stock of clear and simple truths which the text- 
book requires? 

This problem undoubtedly presented itself to Professor 
Macvane, and he has attempted to answer it in a decidedly 
conservative spirit. So far as possible, he retains the classic 
doctrines. Where they are obviously unsound, he shows dis- 
cretion and success in improving them without abandoning 
their essence. He is averse to all radical changes. He has no 
sympathy with the historical tendency, which, indeed, he has 
permitted to exercise hardly any influence on his opinions; 
but he has also accepted very few of the fundamental theo- 
retic innovations of the last few years. Jevons’s famous 
theory of utility, which explains exchange value in the last 
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analysis by an acute suggestion as to the extent of the utility 
or intrinsic value of commodities, he does not use at all. On 
the contrary, in one passage he says expressly that, to be sure, 
things which have no intrinsic value can also have no exchange 
value; “but beyond this there is no connection between the 
exchange value of commodities and their intrinsic utility.” 
Moreover, the modern theory looks upon the extent of the 
“cost” of a commodity — that is, the amount of the value of 
the things which are used up in its production, the labor, 
materials, and tools —as something which itself calls for ex- 
planation, and comes to the conclusion that in the end the value 
of the cost is determined by the value of the product. But 
Professor Macvane continues to follow the classic lines, and 
bases the value of the product finally on the amount of the 
cost. Cost appears to him the “ultimate regulator of value.” 
On the subject of capital, Professor Macvane comes closer 
to the modern theory. Like many writers since the time of 
Jevons, he looks on the difference in time, the difference 
between present and future, as the decisive fact in the expla- 
nation of the problems connected with capital. Capital arises 
only from a “waiting” for the enjoyment which is somehow 
or other to be derived from the finished products. Interest 
is a reward for that waiting. The relation between laborer 
and capitalist is explained to be that the laborer produces only 
future commodities, whereas the capitalist possesses a stock of 
present commodities, and is disposed “to accept future instead 
of present commodities.” It follows that the difference in 
time has a most important influence on the amount of wages. 
But Professor Macvane does not, with the newer writers on 
theory, explain the difference between the wages actually 
paid and the value of the finished commodities produced by 
the laborers, from the difference which certain fundamental 
facts cause to exist between present and future commodities. 
He returns, after all, to the paths of the classical school. He 
explains interest, after the fashion of Senior, as merely the 
reward of abstinence; and in regard to wages he sets up a 
theory which has the closest resemblance to the classic theory 
of the wages fund. 
Is Professor Macvane right in proceeding as he does? I 
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hesitate to express an unqualified opinion. From the investi- 
gator’s point of view, I must regret that he has rejected, with 
many conclusions of doubtful value from recent investigation, 
some also that are of undoubted value. From the teacher’s 
point of view, I am almost inclined to believe that it was more 
advantageous to present to beginners propositions which were 
consistent, even if in part somewhat antiquated, rather than 
to confuse them by innovations which have not yet reached 
the stage of complete clearness. Others may differ with me, 
but even those who believe that in this the year 1890 a little 
less of classic political economy might have been presented, 
cannot refuse, I think, the praise that our teacher has made 
a most excellent presentation of his doctrine. This success 
he owes to certain qualities invaluable for any writer on eco- 
nomics, and specially invaluable to the writer of a text-book. 
He has the gift of thinking and of writing with uncommon 
clearness. What he describes seems to be happening under 
our eyes. Further, he has the gift of connecting the most 
difficult explanations with simple facts such as are familiar 
even to the beginner, and so is able to insinuate himself, so to 
speak, into bis understanding. Lastly, everything he presents 
has been thoroughly and independently thought over. Even 
where he presents apparently nothing but the traditional 
doctrines, the trained economist can see, from some original 
addition, be it of much or little moment, that the doctrine is 
presented not simply because it is traditional and admitted, 
but because the author has made it by independent thought 
@ possession of his own. I should have to copy out almost the 
whole table of contents if I were to enumerate all the topics 
on which the author has enriched the classical doctrines with 
some addition or improvement. Take it all in all, his work is 
an excellent text-book, which will inform the reader on all 
points with clearness and elegance, and on the great majority 
of them with correctness. 

There are some points, to be sure, on which I think he will 
be incorrectly informed. I will here discuss one of them, for 
which I may assume special interest both on the part of the 
author and on that of the readers of this Journal. I mean the 
wages question, which happens to have been within the Jast 
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year or two the subject of a lively discussion among American 
scholars, and which Professor Macvane himself »:: handled 
with a degree of care and originality that shows: piainly his 
predilection for it. 

Professor Macvane’s views, which are closely related, as I 
have already said, to the classic wages-fund theory, are about 
as follows. Year by year, week by week, a certain quantity 
of finished, enjoyable commodities is produced. These com- 
modities become first the property of the capitalists under 
whose management they are produced. The mass divides 
itself into two parts. One part the capitalists themselves 
consume, the other they save. What they save the produc- 
tive laborers get as wages: there is no other source of wages 
for these than contemporary savings. “All that the saving 
classes save the hired classes receive as wages. .. . This is 
all they can in any case receive ” (page 217). Thus we reach 
a simple law as to the rate of wages. The whole volume of 
contemporary savings, which represents the fund for paying 
wages, divided by the number of laborers, gives the share of 
each laborer. 

Professor Macvane, therefore, lays it down that the amount 
of wages depends directly upon the amount of contemporary 
savings, which consist of the finished commodities, food, cloth- 
ing, and so forth, which are produced year after year and 
week after week. The past savings which are invested in 
fixed capital have only an indirect influence on wages, chiefly 
in that their aid increases the product from which the capi- 
talists can save. 

This theory seems to me open to several objections. To begin 
with, Professor Macvane considers the quantity of enjoyable 
products which are completed in any one year to be in any 
given stage of the arts a constant sum. That sum in his 
theory is the Archimedian point from which the fates of 
capitalists and of laborers alike are unalterably determined. 
This is a mistake. What really is fixed —that is, what is 
determined by the amount of the productive forces and by the 
stage of the arts —is quite a different sum; namely, the yearly 
product of commodities of all sorts. With its land and its 
capital and its laborers, a community in any given stage of the 
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arts can produce, it is true, only a given mass of commodities 
per year, say a total product of 5,000 millions; but this does 
not enable us to say that the amount of the finished commodi- 
ties will be 5,000 millions or any other amount determinable 
in advance. For in that sum we shall find two different sorts 
of commodities. On the one hand are finished commodities, 
to be consumed without delay ; on the other hand, interme- 
diate commodities, capital goods, which serve to increase the 
sum of existing capital. How many commodities of the one 
sort and how many commodities of the other shall be pro- 
duced is not fixed by any sort of necessity, but depends upon 
the arbitrary disposition made of the existing forces of produc- 
tion, the land and the labor. This disposition again is deter- 
mined by the character of the demand which shows itself in 
the market. To be sure, men always produce as many goods 
as possible; but goods of any particular sort are produced in 
proportion as they are sought for and paid for. In each 
period of production, say of a year, not as many enjoyable 
commodities are produced as could possibly be produced with 
the existing facilities, but only so many as are demanded for 
consumption. The rest of the productive forces are devoted 
to producing capital goods. 

Now, what determines how many enjoyable commodities 
are demanded for immediate consumption? That is the 
kernel of the problem, and brings us to the point at which 
I differ with Professor Macvane. The proportion depends 
partly on the disposition to save and partly on the existing 
distribution of wealth; that is, on the relative height of 
wages and of return to capital. If savings are small, a 
comparatively large number of enjoyable commodities will 
be demanded and produced, and vice versa. If, for exam- 
ple, a tenth of the annual income of the population is 
saved, then 4,500 millions worth of enjoyable commodities 
will be produced, while the stock of capital will be increased 
by 500 millions.* If only one hundredth is saved, then 
enjoyable commodities to the amount of 4,950 millions will be 


* Professor Macvane uses the word “save” in a wider sense than I do. As 
the context shows, he means not only a saving from income, but also the mere 
refraining from consuming the existing stock of capital. 
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produced, and capital will be increased by only 50 millions. 
Further, if the income of the capitalists is large, then we shall 
have, if they are saving, a large production of capital goods ; 
or, if they are extravagant, a large production of articles of 
luxury. If, on the other hand, wages are high, then there will 
be a large demand and a large purchasing power from the 
laborers for such enjoyable commodities, food, clothing, and 
what not, as serve their simpler wants. 

This explanation, which seems to me the sound one, differs 
from Professor Macvane’s on several important points. He 
believes the thing on which the disposition to save is exer- 
cised is the mass of already completed products: I believe 
that this disposition has already exercised itself at an early 
stage in determining the direction to which the productive 
forces are turned, and that at the moment when a given mass 
of finished commodities has come into existence its effect is 
completely or almost completely spent. Professor Macvane 
considers the effect of the saving by the capitalist to be that 
more completed commodities are turned over to the laborers: 
I believe its effect to be that less finished commodities are pro- 
duced. Professor Macvane believes that the mass of enjoy- 
able commodities is something comparatively fixed, whereof 
the amount determines how much the laborers can get as 
wages: I believe that the mass of finished commodities is a 
variable sum, which is determined in large part by the nature 
of the demand and purchasing power; that is, by the amount 
of the wages of the laborers. Where Professor Macvane sees 
cause, I see effect,.and vice versa. Finally, there is a reason 
why the strict connection between quantity of enjoyable com- 
modities on the one hand and wages on the other cannot be 
maintained; namely, because real wages do not necessarily 
consist of enjoyable commodities only. The laborers, espe- 
cially when wages are high, can also make savings, for which 
they will demand and take not finished products, but some 
form of capital goods. Jf, for instance, the laborers save one- 
tenth of their wages, then it is obvious that 3,000 millions can 
be paid as wages, even though enjoyable commodities to the 
value of only 2,700 millions are in existence; capital goods will 
be demanded and taken for the remaining 300 millions. 
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I believe, therefore, that a theory which puts the rate of 
wages in rigid dependence on the amount of the annual pro- 
duction of consumable commodities, and considers these latter 
to be the dominating cause, the rate of wages the effect, is not 
sound. What other theory is sound? I will venture to give 
an outline of my views. 

The literature of the subject of wages up to the present 
time has been dominated first by one and then by the other of 
two observations. The first thing observed was that the 
greater the value of the product produced by the laborer, the 
more the capitalist could pay him. The second was that in 
the time which must elapse before the commodities produced 
by labor are ready for consumption, the laborers must be sup- 
ported and rewarded from accumulated capital,—a point 
which, by the way, Professor Macvane has worked out with 
admirable clearness. 

Both observations are sound. The mistake has been to 
direct attention alternately only to one or the other of them. 
The older literature paid attention exclusively to the second, 
and thereby reached the theory of the wages fund, which de- 
duces the rate of wages from the quantity of existing capital, 
but pays no attention (or, as in the case of Professor Macvane, 
not enough attention) to the effect of the productiveness of 
labor. Recent writers on theory, on the other hand, pay at- 
tention exclusively to the second. They deduce the rate of 
wages from the productiveness of labor, and neglect the sound 
kernel which, after all, is contained in the wages-fund theory. 

The difficulty, and the problem for science, consists in pay- 
ing just attention to both facts. In my Positive Theory of 
Capital I have made an endeavor in that direction. I do not 
venture to decide whether that attempt be successful; but a 
brief indication of my conclusions may not be out of place. 
My opinion then is, so far as I am able to compress it into a 
few words, as follows: The price of the productive commod- 
ity, labor, depends, like the price of all means of production, 
in the first instance on the value of its product; that is, of its 
marginal product (Grenzprodukt). The mass of accumulated 
capital, consisting of intermediate products, which arise be- 
cause of the use of circuitous modes of production, and which 
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are destined to ripen gradually into enjoyable commodities, 
serves to enable the population to subsist in the interval be- 
tween the beginning of capitalistic production and the attain- 
ment of the ripe product. And the size of this fund for 
subsistence, of which fixed capital is a part no less than is 
circulating, determines what paths in the way of production, 
how long and how effective, can be entered on, and therefore 
determines the size of that marginal product which is the 
object of the final division between capitalists and laborers. 

E. Bozum-BawErx. 


DOUBLE TAXATION OF MORTGAGED REAL ESTATE. 


From 1870 to 1881, an agitation, finally successful in the 
latter year, was carried on to induce the Massachusetts legis- 
lature to repeal the tax on mortgages. From 1881 to 1888, 
repeated efforts were made to secure the re-enactment of that 
tax, happily without success; and the legislature of 1889 was 
the object of a most determined, though again unsuccessful, 
attack in the same direction. As there is no reason to suppose 
that the advocates of double taxation will accept their defeat 
as final, it may be of service to put before the public certain 
facts and statistics collected by the writer, and used in his 
argument before the Committee on Taxation last spring. 
The object of this paper is not to repeat the familiar and 
conclusive arguments on principle against double taxation, 
nor to refute the assertion that to tax the mortgage debt 
as well as the mortgaged estate in its entirety is not double 
taxation; but simply to answer the argument from statis- 
tics which is annually put forth by the advocates of the tax 
on mortgages. 

This argument is as follows: The rate of mortgage interest 
in Massachusetts has not declined since 1881 more than the 
rate of interest on personal loans unaffected by the legislation 
of that year; the decline in interest on personal loans has 
been brought about by general causes, which operate alike on 
all classes of securities; hence mortgage interest would have 
fallen in any case, the borrower has not profited by the law 
of 1881, and the State has lost the revenue formerly collected 
from this tax. The argument is supported by tables like the 
following : — 
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INTEREST RATES, © 

6 

| = 

1880, 1882. | 1883. | 1886. Ey 

New York Central 6s of 1887 . . -04.620 | .03.750 | .03.920 

Boston and Albany 7s of _ -04.600 | .03.790 .04.000 03.350 -01.250 
United States 4s 1 . -03.630 02.870 | .02.870 -02.440 -01.190 
Massachusetts 5s of 1894 -03.940 03.315 | .03.250 02.710 -01.230 
Maine 6s of 1889 -04.190 | .03.440 -03.250 02.620 01.570 
New Hampshire 6s ° 04.460 | .03.830 | .03.500 03.370 .01.080 
Massachusetts mortgages . 06.122 -05.632 .05.605 05.170 | .00.952 


The last column indicates the decline in the interest received 
by the holders of six specified securities between 1880 and 
1886, and compares it with what is assumed to have been the 
average drop in mortgage interest during the same period. 
These figures, brought down to 1886,— but not, it should be 
noted, to 1889,— have been frequently flourished before the 
Committee on Taxation as proving conclusively that the re- 
moval of the tax on mortgages has benefited nobody but the 
grasping money-lender. 

A better illustration of the fallacious use of statistics could 
hardly be invented than this same table. Suppose, for exam- 
ple, that, instead of going back to 1880,— which was a year of 
unusual financial conditions,— we take the market value of the 
same securities just before and just after the passage of the 
act of 1881 (May 13) : we shall find the rate of interest to their 
purchasers to have been as follows : — 





1881. 1882 Decline. Advance. 
(March and April.) 
N.Y. Central 6s, 1887, 3.875 8.750 125 
B. & A. 7s., 1892, 3.875 3.790 -085 
U. S. 4s, 1907, 3.127 2.870 257 
Mass. 5s, 1894, 3.375 3.3815 -060 
Maine 6s, 1889, 3.620 8.440 -180 
N. H. 6s, 3.750 8.830 080 
Suffolk Mortgages, 5.826 5.349 477 


This shows for the bonds an average decline during the 
period immediately succeeding the passage of the act of 
almost exactly one-tenth of one per cent.; while the average 
decline in mortgage interest in Suffolk County, as shown by 
the mortgages recorded at the Registry of Deeds, was almost 
five times as great, or, more exactly, .477 of one per cent. 
Again, instead of selecting certain special bonds, let us take 
a lot of representative, not specially selected, bonds, of the 
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class that come into competition with mortgages. The fol- 
lowing table shows, for every year since 1879, the rates of 
interest realized by the holders of fifteen first-class railroad 
bonds. These securities have not been selected with a view 
to prove or disprove anything, but are the bonds owned 
by the three largest savings-banks in Boston,—the Suffolk, 
the Boston Five Cents, and the Provident Institution. Adi 
the railroad bonds owned by these three banks, according to 
the Bank Commissioners’ Report for 1888, have been taken 
except a few for which no quotations could be found in Mar- 
tin’s History of the Boston Stock Market ; and, in each case, 
the highest price for the year as given in that work is 
taken : — 





























| | | 1 | 
| 1880, |1881.*) 1882, | 1883. | 1884. | 1885. | 1886, | 1887. | 1888. 
— SS! J ee Pees eee ee Ties 
Boston & Albany 68, 1895,/ 43 | 41) 4 33| 33/ 3B] 3 36 | 4 
“ «” 7s,1892,/ 4:| 33] 33| 4 | 38] 38] 3 3 43 
Boston & Lowell 48, 1905, | ol al 2 eae 
“ ‘ 8, » | | 34 j 
Boston & Maine 7s, 1894, 43 4} 41 44| 4 33) 8 3g a 
Boston & Prov. 7s,1893,{ 4)| 4 | 4 | 4¢| 33] 38] 38)] 3p! 4 
Boston, Clinton, | | 

Fitchbur; & 

New Bedford 65s,1910,| 43] 45| 43/ 48) 43] 4] 4 4 4 
Boston, Clinton } 

& Fitchburg 7s, 1890, 55 Bh} 43] 43) 43 44/ 3 35 44 
Eastern 6s, 1906,; 58} 53| St] SL] 5 43/ 3 3] 4 
Fitchburg 5s, 1899, | 43] 4) 4] 4] 8 | 45 

“ 7s, 1894,| 4 44; 45) 4f|] 4 33| 3 3 | 43 
Old Colony P ag | > al x as | ‘ 

a @ 3° 1904, ‘ F 

“4 6s,1895,| 43} 4t| 43| 4 | Sh] 38] 3b] 3 | 35 

“4 7s, 1804, | 45) 44] 41] 43] 4 33| 38] 3g] 4 

Average . . . - «| 462 4.43 | 4.90) 4.25 | 3.77 | 3.54 | 3.54 | 3.60 | 4.09 








The average rate of interest to the purchaser of these represen- 
tative securities dropped between 1881 and 1882 only .03 of one 
per cent., and between 1881 and 1888 only .24 of one per cent. 
If we take the prices for the last quarter year before the tax 
on mortgages was abolished,— that is, for January — April, 
1881,— we find that the average rate of interest had fallen by 
1882 only .13 and by 1888 .34 of one per cent. 

Let us now consider the case of other kinds of personal 
loans, of the class that compete with mortgages. The follow- 


*First three months of the year only. The average for the entire year was 4.33, 
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ing table, prepared from the books of the leading firm of note- 
brokers in Boston, shows the rate of interest on the best kind 
of corporation paper, and on loans secured by collateral, dur- 
ing the months (selected at random) of January and July, 
from 1880 to 1889: — 





CORPORATION PAPER, COLLATERAL 


LOANS. 
12 Months’ 6 Months’ 12 Months’ 

Loans. Loans. Loans. 
July, 1880... - «© © « «| & percent, 3} per cent. 
demmary, 108i... 2. 2 es. op &€ * & a“ «6 4} per cent 
July, 1881 . Be 4 4} ‘ 
January, 1882 oe 6S ee * . « 
July, 1882 Ge“ ¢ 4; ‘ ‘ 43“ 
January, 1883 45 * B « . 5 “ 
July, 1883 44 “ 43 “ ’ 4, “ 
Jamuary, 1884 ° “ae 6 = 4h “6 
July, 1884 » ¢ ‘ ; * ' 54 
January, 1885 44 ‘ 4} 
uly, 1 34 “ ‘ 3h “ 31 
January, 1886 33“ 4} ‘ 
July, 1886 33“ 33 “ 3} 
January, 1887 ae « 4} « 45 
July, 1887 4, * ‘ 5 
January, 1888 . ° | 43 “ ‘ 5} 
July, 1888 44“ a ee ee 4 
January, 1889 . (ae « 4 - 43 


The rate of interest on the best commercial and factory paper 
from January, 1879, to December, 1888, is stated in the next 
table. The figures are compiled from Martin’s History of the 
Boston Stock Market. The first column for each year states 
the rate on trade paper, the second column the rate on factory 
paper :— 


1879. | 1880. 1881. 1882, 





January. . .|3 | 44 to5, 4 4to5 3 to33/5 to6 4to4 
February .. 4 \4 6 to7T 4)to5 |5 to6 4to4 
March. . . . 5to6 4to4}/5 to6 5 5 to6 4 
April... «| 5 4to4} | 3} to4 44 tod 
May ..-. «| 4 tod 3hto4 38 44to5 4 
June .| 8to4 3 4 to4} 4 to5 
July 3 to 3} scarce | 4 4 to4, 3}t03}2/5 to6 
August .. ./|5 sd 5 to6 43 5 to6} 
September. . 5to6 4 | 3hto4 5eto6 44to5 (6 
October . 4to5 |4 tod, 3to3,/5 to6 4 to4s|5 to6} 
November . .| 6 | 45 to 54 5 to6 5 5 to6s 5 
December -|5 |5 5 to6 4)to5 | 5} to6) 

| 





* Slightly higher. 
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| 

1883. | 1884, 1885 
January. ... . .| 5} toT 4 tod 4 to5 3} to 5 
February .| 6 4} to 3hto4d | 44to5 a 
March 5 to6 4 to 4 to4} to4 
April . 5} to 6} | 5 to } 4} to to 4 
May. o « 6 oft © OOS | 4 to 4) to5 | 4 to4 to4 
OGMO. . «+ « 0 0 BS OS 4 5 to 4 tod 
July .. ‘ 5 to6 6 4} to 5 
August . . 5 to6 5 to5} | 5 to6 44to5 | 4 to5 to4 
September . to6 to6 4 to4} | 4 to5 
October . s&h a to6 44to5 | 4 to 4 to5 34 to4 
November. ... ./5 to6 4 to 4} | 3} to5 4 to44 | 4 tod 3 to4 
December... | 4 to 5 to 4 | 4} to 5} 34 to 4 

1886, | 1887 1888, 

ost —| | 

January. 4}to5s 3hto4 | 5 to6 44 5} to 5 to 
February ... . h beg B3hto4 |5 tod} 4 toa | i to5t tie 
Mareh ....-e. 4 to4} 3h to4 | 5} to 6} 54 to 5 
April . (fl) aptes «© 3h to.3g | 4} to 5 |4hto5l 4 tob 
| ee 3 tod |4 tob 4} | 44 to 5 
Me « « 6 + 6 ere 3 to4 | 6 5 | 4 to5 3} to 4 
Ms ee ewe 6 OR 3h to4 | 6 to 6} 5 to5} | 4 to5 4 
August... .. .| 5} to6s 6 to7 5} | 5 to6 
September. . . . ./| 5} to6 4} to5 5 to 54 to 
October . oe et a to6 to5 | 6 5: 5 to6 4} to 
November. . . . .| Bt06} 43to5 | 6 5 5 to5} 4 to 
December. . . . .| 6and higher 6 to 6s 5k to6 | 5 to6 44 to5 








That is to say, there has been no decline at all since 1880 in 
the rate of interest on corporation paper and collateral loans, 
both taxable investments which compete with mortgage loans 
more sharply than bonds do;* and the same can be said of 
bank discounts. 

It is clear that the rate of interest on those kinds of personal 
loans which compete with mortgage loans, instead of declining 
at the same rate as mortgage interest, has, so far as trade 
paper, collateral loans, and corporation paper are concerned, 
not declined at all; and so far as railroad bonds go, the aver- 
age decline in seven years since the repeal of the tax on 
mortgages has been only one-third of one per cent. 

On the other hand, the decline in mortgage interest is 
admitted in the table first quoted to have been over nine-tenths 


*As is shown by the Reports of the Commissioners of Savings Banks. For 
instance, the Report for 1888 shows a total investment by Massachusetts savings- 
banks in “loans on personal security,” notes, and collateral loans, of $86,359,770.03, 
while the total amount invested in bonds and public funds was $66,450,856.58. 
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of one per cent. down to 1886; and rates are lower now than 
then. In Suffolk County, where the operation of the law of 
1881 was naturally quickest, there has been a decline of fully 
one per cent.; and it took place at once. This is shown when 
we examine, not the average rate on all recorded mortgages,— 
for that would include building loans, second mortgages, loans 
with interest varying from year to year,— but the rate on the 
best mortgage loans only. The best mortgage loans — that is, 
those at the lowest rate— are standard investments, subject to 
less fluctuation than any other class of securities. The follow- 
ing table, covering all mortgages recorded in the Registry at 
Boston at five per cent. or less during the months specified, 
seems to show conclusively that on the passage of the act of 
1881 the rate of interest on first-class mortgages in Boston 
dropped at once fully one per cent. :— 


SUFFOLK MORTGAGES. 


5% 43% 44 43 4 
July, 1880, $358,981 None None None None 
January, 1881, 250,700 - = o 6 
February, “ 295,100 “ $35,000 “ “ 
March, " 315,404 ap None “ $8,000 
April, = 191,354 - 30,000 66 5,550 
May, - 510,736 - None ” None 
June, ” 536,525 $7,000 247,750 “ 85,000 
July, sia 380,740 None 22,000 = 60,000 
January, 1882, 570,598 302,500 “ 23,000 
July, ” 509,250 23,000 112,300 “< 129,000 
January, 1883, 411,789 33,000 85,900 “ 128.050 
July, 1888, Not counted 15,000 45,000 30,000 326,000 
January, 1889, ‘“ “a None 249,350 None 313,975 


If we could distinguish the building loans and the various 
other kinds of mortgages, we should undoubtedly obtain sim- 
ilar results for them,— an immediate and permanent drop of 
at least one per cent. 

So much for statistics. Public opinion is in accord with 
these results. The unanimous testimony of brokers, money- 
borrowers, trustees, and other persons familiar with the nego- 
tiation of mortgages, is that in Boston, at least, the rate of 
interest dropped at once by fully one per cent. The rate 
on one class of loans, on vacant land in Boston, dropped from 
six or six and a half per cent. to five; on another class, on 


























NOTES AND MEMORANDA 345 





improved real estate, from five or five and a half to four or 
four and a half per cent.; and on building loans, from six, 
seven, or eight down to five or six per cent. 

The effect of this reduction was not only to relieve bor- 
rowers as a class from the burden of unjust and double taxes, 
but to give a great impetus to building operations. Three- 
quarters or more of all the buildings erected in Boston are 
built on mortgage: probably a majority of them are erected 
by builders for sale; and, whether built for sale or for invest- 
ment, the rate of interest on the money which must be bor- 
rowed to complete them, and the taxes, are important items. 

The increase in building operations in Boston consequent 
upon the passage of the act of 1881 is shown in the following 
table, prepared from the official figures of the Inspector of 
Buildings : — 


Year. Brick Buildings. Wooden Buildings. Alterations. Total. 

1880 $1,490,100 $474,'752 $1,327,230 $3,292,082 
1881 1,521,852 686,643 935,765 3,144,260 
1882 4,932,640 2,379,278 1,607,051 8,918,969 
1883 5,864,577 1,670,806 2,386,226 9,921,609 
1884 5,400,775 3,078,145 1,983,287 10,462,207 
1885 6,218,800 4,552,538 2,560,212 13,331,550 
1886 8,818,100 3,992,792 3,064,813 15,875,705 
1887 6,108,825 4,153,181 2,365,096 12,627,102 
1888 5,276,350 4,470,510 2,596,373 12,348,233 
1889 9,078,750 4,919,342 3,122,685 17,120,777 


The average value of new buildings and alterations for 1880 
and 1881 was $3,218,171; the excess over this average for the 
year 1882 was $5,700,798; for 1883, $6,703,438; and for 1884, 
$7,244,036. In the three years succeeding the abolition of the 
tax on mortgages, the amount of building operations exceeded 
by $19,648,272 what they would have been if the average of 
1880-81 had been maintained. In other words, the city of 
Boston, which lost by the act of 1881 the taxes on $20,000,000 
of mortgages, made it up within three years by the increase 
of building activity, induced largely by the passage of that 
act.* 

Natuan Marruews, JR. 


*The total value of real estate improvements in the period from 1882 to 1889 
was $77,855,884 more than if the average for the two years preceding the passage 
of the law had been maintained. The loss of personal property to the assessors’ 
office due to that law was, at most, $20,000,000. 














CORRESPONDENCE. 


PROFESSOR GIDDINGS ON THE THEORY OF CAPITAL. 


Professor Giddings, in his paper in the last issue of this 
Journal, thinks “we need have no hesitation in explaining the 
value of capital by its cost of production, while still identify- 
ing value with final degree of utility”; and that, “starting 
from either the Ricardian or the Austrian standpoint, we 
arrive at the same conclusion.” * This seems to mean that we 
are still, like Ricardo himself, to be “Dualists.” We are to 
have two ultimate explanations, instead of one, for the phe- 
nomena of value,—(1) final utility and (2) cost of produc- 
tion. It is difficult to see how interest could be explained by 
the second alternative at all, for its peculiar difficulty lies in 
the fact that it is a return over and above the cost. 

Dr. Béhm-Bawerk is fully aware of the peculiar costliness 
of capital,t and he has not failed to consider the precise man- 
ner in which capital “enlists the extra-human energies in 
production.”¢ In his Positive Theory of Capital, under the 
head of “Capital as an Instrument of Production,” he goes 
into the very question which Professor Giddings accuses him 
of neglecting. Readers of his earlier volume, on the History 
and Criticism of Theories of Interest (1884), will know how 
impossible it is for him to accept Mr. Giddings’s via media. 
When interest is ascribed to extra-labor, we are dealing with 
a form of the “Labor,” “Exploitation,” or “Cost” theory, 
there examined and rejected.§ Even if, in view of tlie fact 
that in modern business the vast bulk of the labor is done 


* Quarterly Journal of Economies, vol. iv. p. 204. 
+See, for example, his Robinsonade in the summary of his theory which he 
gives in the Revue d’ Economie Politique, April, 1889, p. 107. 
4 Quarterly Journal, p. 177; compare p. 187. 
§ History and Criticism, p. 343 seq. 
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for the capitalist and not by him, and that the laborer gets no 
interest, we translate this extra-labor into extra abstinence, we 
are still dealing with a theory weighed and found wanting 
in the same book,—the “Abstinence” theory.* Indeed, there 
is a family resemblance between Mr. Giddings’s theory and 
the idea of Senior,f the first clear formulator of the “ Absti- 
nence” theory, that the profits of cotton manufacturing (in 
1837) were, due to the extra-labor of the last hour of the 
working day and would fall to less than nothing if a new 
factory act were to reduce the hours from 114 to 10 hours 
a day. 

James Bonar. 





1. The element of truth in Mr. Giddings’s contention lies 
in the fact that the imperfection of our laboring powers is the 
reason why there is always only a “limited supply ” of capital. 
This effect is intensified, though by no means caused, by the 
fact that beyond a certain limit “overtime labor” becomes 
more and more painful. Even if the toilsomeness of the pro- 
ductivity of labor remained unaltered up to the extreme limit 
of human powers of laboring, even, say, to the eighteenth hour 
of labor, the supply of capital, and of economic goods in general, 
would remain a limited quantity, and interest on capital would 
come into being. Therefore, the ultimate explanation of in- 
terest on capital cannot possibly be found in a circumstance 
which may be wanting, when interest on capital need not be 
wanting. 

It seems to me that the increasing degree of toilsomeness 
in overtime labor can have at most (and quite indirectly) a 
similar influence on interest to that which the different degrees 
in the fertility of lands exert upon the rent of land. Even if 
all lands were equally fertile, yet, if they were insufficient to 
meet the demand for the means of living, the services of the 
soil would have an economic value, and rent would come into 
being. Rent arises, it is true, for the better lands sooner than 
it would if all lands were equally good. In any case, the 


* History and Criticism, p. 315 seq. t In his Lelters on the Factory Act. 
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different fertility of the lands is not the ultimate reason of 
rent. Still less is the increasing toilsomeness of overtime the 
ultimate cause of interest on capital. 

2. “Limited supply” of capital is certainly a condition of 
the existence of interest; but interest is a long way from 
being explained by it. The problem of interest on capital 
begins at this very point. For the only immediate conse- 
quence of the limited quantity of capital goods is that the 
capital goods themselves, the tools, machines, raw materials, 
must have a value. It has still to be explained how and why 
they bring in a surplus value over and above their own value. 
Mr. Giddings would explain this also by the increased cost of 
the “overtime labor,” by which in his opinion the capital is 
produced. The objections to this explanation are: (a) It is 
not the case that the cost of capital goods “ per unit of com- 
modity ” is higher than that of present objects of consumption. 
The exact opposite is true. To produce capital goods means 
to produce future objects of consumption in a roundabout way; 
and every one knows that the future objects of consumption 
are produced in the roundabout way with less cost. In fishing 
with nets, and in the manufacture of stockings with machines, 
the “unit of commodity,” the fish, the dozen of stockings, 
costs much less labor (in spite of “ diminishing returns,” the 
effect of which, I think, Mr. Giddings misunderstands) than 
in the direct production, without capital, of the “goods con- 
stituting present subsistence.” We might even say that the 
roundabout ways of capital are only entered on when in these 
ways the cost “per unit of commodity” is less. Nowhere, 
too, shall we ever find capital goods relatively dearer than 
present objects of consumption; but they would certainly be 
so if their cost of production were higher. Seed-corn, one of 
the capital goods, is certainly not dearer than the corn of 
which bread is baked. 

(5) If, however, the cost of capital goods were really higher 
than that of goods for present consumption, interest on capi- 
tal would still be unexplained. As already noted, a higher 
cost of capital goods would be bound to have its effect in a 
higher price of capital goods, of the wool and the machines. 
The manufacturers would therefore need to spend a great 
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outlay for means of production. Can a circumstance which 
increases their outlay be the cause of their gain? The 
gain of capital is a remainder left over when the value 
of the expended means of production (the subtrahend) is 
deducted from the product (the minuend). And Mr. Giddings 
would explain the existence of a remainder by means of a cir- 
cumstance which could only cause the subtrahend to be a very 
great one. 

Professor Giddings is forced to be false to his own explana- 
tion from the cost, and, in eclectic fashion, to interpolate a 
second explanation, from the productive power of capital. 
Like Professor Wieser, he ascribes to capital a power of re- 
producing itself along with an increment. I hold this expla- 
nation to be quite wrong;* but, at any rate, it is essentially 
different from the explanation by cost. 

3. In his first paper,} Professor Giddings seems to me to 
confuse the abnormal cost of an extraordinary shortening of a 
process of production with the ordinary cost of a circuitous 
production. He calls the cost of the abnormal accelerated 
conversion of capital goods into goods ready for consumption 
the cause of interest on capital, while he elsewhere explains the 
cost of the normal production of capital goods as the deter- 
mining factor. Between the two costs there is a very impor- 
tant difference, which it is plain that Professor Giddings has 
not observed. 

E. v. Borum-BawErk. 
VIENNA, February 3, 1890. 

*The weak point in Professor Wieser’s theory is at pp. 124, 125, of his Natiir- 

licher Werth, where the phrase “ net return” (Reinertrag) is used ambiguously ; 


on p. 124 in a different sense from that of p. 125. This ambiguity leads to a logical 
fallacy. 


t Quarterly Journal, vol. iii. p. 507. 
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